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Section  4.  Medicare 

Medicare,  authorized  under  title  XVIII  of  the  Social  Security 
Act,  is  a  nationwide  health  insurance  program  for  the  aged  and 
certain  disabled  persons.  It  consists  of  two  parts:  the  hospital  insur- 
ance (part  A)  program  and  the  supplementary  medical  insurance 
(part  B)  program. 

Eligibility 

Most  Americans  age  65  or  older  are  automatically  entitled  to 
protection  under  part  A.  Persons  age  65  or  older  who  are  not  '  'fully 
insured"  (i.e.,  not  eligible  for  monthly  Social  Security  or  railroad 
retirement  cash  benefits)  may  obtain  coverage,  providing  they  pay 
the  full  actuarial  cost  of  such  coverage.  For  those  who  are  not  auto- 
matically entitled  to  part  A  benefits,  the  monthly  premium,  as  of 
January  1,  1992,  is  $192.  Also  eligible,  after  a  2-year  waiting  period, 
are  people  under  age  65  who  are  receiving  monthly  Social  Security 
benefits  on  the  basis  of  disability  and  disabled  railroad  retirement 
system  annuitants.  (Dependents  of  the  disabled  are  not  eligible.) 
Most  people  who  need  a  kidney  transplant  or  renal  dialysis  because 
of  chronic  kidney  disease  are,  under  certain  circumstances,  entitled 
to  benefits  under  part  A  regardless  of  age. 

Part  B  of  Medicare  is  voluntary.  All  persons  age  65  or  older 
(whether  "insured"  or  not)  may  elect  to  enroll  in  the  supplementa- 
ry medical  insurance  program  by  paying  the  monthly  premium. 
Persons  eligible  for  part  A  by  virtue  of  disability  or  chronic  kidney 
disease  may  also  elect  to  enroll  in  part  B.  The  premium,  as  of  Jan- 
uary 1,  1992,  is  $31.80  per  month. 

Number  of  Beneficiaries 

In  fiscal  year  1993,  approximately  31.5  million  aged  and  3.5  mil- 
lion disabled  will  have  protection  under  part  A.  Of  those,  it  is  esti- 
mated that  6.4  million  aged  and  0.7  million  disabled  will  actually 
receive  reimbursed  services.  In  fiscal  year  1993,  30.9  million  aged 
and  3.2  million  disabled  will  be  enrolled  in  part  B.  Over  25.0  mil- 
lion of  the  aged  and  2.4  million  of  the  disabled  will  receive  part  B 
reimbursed  services. 
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Coverage 

Most  individuals  establish  entitlement  to  part  A  on  the  basis  of 
work  in  employment  covered  by  either  the  Social  Security  or  rail- 
road retirement  systems.  Certain  employment  is  excluded  from 
Social  Security  (including  part  A  hospital  insurance)  taxation. 

The  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  extended 
the  hospital  insurance  tax  to  Federal  employment  effective  with  re- 
spect to  wages  paid  on  or  after  January  1,  1983.  Beginning  January 
1,  1983,  Federal  employment  is  used  to  determine  eligibility  for 
protection  under  Medicare  part  A.  A  transitional  provision  allows 
individuals  who  are  in  the  employ  of  the  Federal  Government  both 
before  and  during  January  1,  1983,  to  have  their  prior  Federal  em- 
ployment considered  as  employment  for  purposes  of  providing  Med- 
icare coverage.  Newly  hired  employees  of  State  and  local  govern- 
ments hired  after  March  31,  1986,  are  liable  for  the  HI  tax. 

Benefits 
Part  A  of  Medicare  will  pay  for: 

1.  Inpatient  hospital  care. — All  reasonable  expenses  for  the  first 
60  days  minus  a  deductible  ($652  in  calendar  year  1992)  in  each 
benefit  period.  For  days  61-90,  a  coinsurance  amount  ($163  in  cal- 
endar year  1992)  is  deducted.  When  more  than  90  days  are  required 
in  a  benefit  period,  a  patient  may  elect  to  draw  upon  a  60  day  life- 
time reserve.  A  coinsurance  amount  ($326  in  calendar  year  1992)  is 
also  deducted  for  each  reserve  day. 

2.  Skilled  nursing  facility  care. — Up  to  100  days  (following  hospi- 
talization) in  a  skilled  nursing  facility  for  persons  in  need  of  contin- 
ued skilled  nursing  care  and/or  skilled  rehabilitation  services  on  a 
daily  basis.  After  the  first  20  days,  there  is  a  daily  coinsurance 
amount  deducted  ($81.50  in  calendar  year  1992). 

3.  Home  health  care. — Home  health  visits  provided  to  persons 
who  need  skilled  nursing  care,  physical  therapy,  or  speech  therapy 
on  an  intermittent  basis. 

4.  Hospice  care. — Hospice  care  services  provided  to  terminally  ill 
Medicare  beneficiaries  with  a  life  expectancy  of  6  months  or  less 
up  to  a  210-day  lifetime  limit.  A  subsequent  period  of  hospice  cover- 
age is  allowed  beyond  the  210-day  limit  if  the  beneficiary  is  recerti- 
fied as  terminally  ill. 

Part  B  of  Medicare  generally  pays  80  percent  of  the  approved 
amount  (fee  schedule,  reasonable  charges,  or  reasonable  cost)  for 
covered  services  in  excess  of  an  annual  deductible  ($100).  Services 
covered  include  the  following: 

1.  Doctor's  services. — Including  surgery,  consultation,  and  home, 
office  and  institutional  visits.  Certain  limitations  apply  for  services 
rendered  by  dentists,  podiatrists  and  chiropractors  and  for  the 
treatment  of  mental  illness. 

2.  Other  medical  and  health  services. — Laboratory  and  other  di- 
agnostic tests,  X-ray  and  other  radiation  therapy,  outpatient  serv- 
ices at  a  hospital,  rural  health  clinic  services,  home  dialysis  sup- 
plies and  equipment,  artificial  devices  (other  than  dental),  physical 
and  speech  therapy,  and  ambulance  services. 

3.  Home  health  services. — Unlimited  number  of  medically  neces- 
sary home  health  visits  for  persons  not  covered  under  part  A.  The 
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20  percent  coinsurance  and  $100  deductible  do  not  apply  for  such 
benefits. 

Table  4  illustrates  the  deductible,  coinsurance  and  premium 
amounts  for  both  part  A  and  part  B  services  from  the  inception  of 
Medicare. 

Administration 

Responsibility  for  administration  of  the  Medicare  program  has 
been  delegated  by  the  Secretary  of  Health  and  Human  Services  to 
the  Administrator  of  the  Health  Care  Financing  Administration 
(HCFA).  Much  of  the  day-to-day  operational  work  of  the  program  is 
performed  by  "intermediaries"  and  "carriers"  which  have  responsi- 
bility for  reviewing  claims  for  benefits  and  making  payments. 

In  general,  hospitals  and  other  providers  paid  under  part  A  of 
Medicare  can  nominate,  subject  to  HCFA's  approval,  a  national, 
State,  or  other  public  or  private  agency  to  serve  as  a  fiscal  interme- 
diary between  themselves  and  the  Federal  Government. 

The  Secretary  enters  into  contracts  with  insurance  organizations 
to  serve  as  carriers.  The  carrier  must  perform  its  obligations  under 
the  contract  efficiently  and  effectively  and  must  meet  such  require- 
ments as  to  financial  responsibility,  legal  authority,  and  other  mat- 
ters as  the  Secretary  finds  pertinent.  The  carrier  must  ensure  that 
payments  made  to  providers  under  part  B  on  a  reasonable  cost  or 
reasonable  charge  basis  (as  may  be  applicable)  are  reasonable. 

Medicare  administrative  costs  in  1991  amount  to  approximately 
2.5  percent  of  program  outlays. 

Hospitals 

The  Social  Security  Amendments  of  1983  (Public  Law  98-21)  al- 
tered the  way  in  which  Medicare  pays  hospitals.  From  the  incep- 
tion of  the  program,  Medicare  had  paid  hospitals  on  a  "reasonable 
cost"  basis.  Effective  October  1,  1983,  Medicare  began  paying  under 
a  prospective  payment  system.  Medicare  payments  for  inpatient  op- 
erating costs  of  hospitals  are  determined  in  advance  and  made  on  a 
per  discharge  basis.  A  fixed  amount  per  case  is  paid  based  upon  the 
type  of  case  or  "diagnosis-related  group"  (DRG)  into  which  the  case 
is  classified. 

The  payment  system  is  not  applied  to  direct  medical  education 
costs  and  certain  other  costs.  These  expenses  continue  to  be  reim- 
bursed on  a  reasonable  cost  basis.  Certain  hospitals  are  excluded 
from  the  system:  psychiatric,  long-term  care,  children's  and  reha- 
bilitation hospitals.  Excluded  hospitals  continue  to  be  paid  based 
on  reasonable  costs  subject  to  certain  rate  of  increase  limitations. 

Additional  payments  are  made  for  extraordinarily  costly  cases, 
for  the  indirect  costs  of  medical  education,  and  for  hospitals  serv- 
ing a  disproportionate  share  of  low  income  patients.  An  adjustment 
is  made  for  the  wage  level  in  the  area  in  which  the  hospital  is  lo- 
cated. In  addition,  there  are  certain  other  exceptions  and  adjust- 
ments including  those  for  sole  community  providers,  national  and 
regional  referral  centers,  and  cancer  treatment  centers. 

The  prospective  payment  system  was  phased  in  over  4  years  from 
payments  based  on  an  individual  hospital's  historical  costs  to  pay- 
ments based  on  the  new  payment  rates.  In  addition,  the  system 
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was  phased  in  from  payments  representing  nine  regional  payment 
levels  to  one  national  payment  level  for  each  DRG.  There  are  sepa- 
rate payment  levels  for  large  urban,  other  urban,  and  rural  areas. 
OBRA  1990  (P.L.  101-508)  included  a  phaseout  of  the  other  urban/ 
rural  payment  differential  designed  to  eliminate  the  different  pay- 
ment levels  for  other  urban  and  rural  hospitals  by  fiscal  year  1995. 
Once  the  phaseout  is  complete,  there  will  be  two  payment  levels  for 
large  urban  and  other  rural  hospitals. 

Hospitals  and  other  institutional  providers  receiving  payment 
under  Medicare  part  A  submit  bills  on  behalf  of  the  beneficiary 
and  agree  to  accept  the  program's  payment  as  payment  in  full.  In 
general,  providers  are  permitted  to  charge  beneficiaries  only  the 
deductible  and  coinsurance  amounts  authorized  by  law. 

Physicians 

Medicare  part  B  provides  insurance  coverage  for  physician  serv- 
ices and  for  certain  other  medical  services.  To  be  entitled  to  bene- 
fits under  Medicare  part  B,  individuals  must  enroll  in  part  B  and 
pay  a  monthly  premium. 

Payments  are  made  for  services  covered  under  part  B  after  an 
annual  deductible  requirement  of  $100  has  been  satisfied.  Payment 
is  set  at  80  percent  of  the  Medicare  fee  schedule  amount.  Benefici- 
aries are  responsible  for  the  remaining  20  percent  as  coinsurance. 

Beginning  January  1,  1992,  a  new  payment  system  will  be 
phased  in  over  the  next  5  years.  It  is  based  on  a  fee  schedule  that 
assigns  relative  values  to  services  based  on  the  time,  skill,  and  in- 
tensity it  takes  physicians  to  provide  them.  These  relative  values 
are  adjusted  for  geographic  variations  in  the  costs  of  practicing 
medicine  and  obtaining  malpractice  insurance.  These  adjusted  rela- 
tive values  are  then  converted  into  a  dollar  payment  amount  by  a 
conversion  factor. 

Medicare  payment  is  made  either  on  an  ' 'assigned"  or  "unas- 
signed"  basis.  By  accepting  assignment,  physicians  agree  to  accept 
the  Medicare  approved  charge  as  payment  in  full.  Thus,  if  assign- 
ment is  accepted,  beneficiaries  are  not  liable  for  any  out-of-pocket 
costs  other  than  standard  deductible  and  coinsurance  payments.  In 
contrast,  if  assignment  is  not  accepted,  beneficiaries  may  be  liable 
for  charges  in  excess  of  the  Medicare  approved  charge,  subject  to 
certain  limits.  This  is  known  as  balance  billing. 

Medicare's  participating  physician  program  was  established  in 
1984  to  provide  beneficiaries  with  the  opportunity  to  select  physi- 
cians who  have  agreed  to  accept  assignment  on  all  services  provid- 
ed during  a  12-month  period.  Nonparticipating  physicians  continue 
to  be  able  to  accept  or  refuse  assignment  on  a  claim-by-claim  basis. 
A  number  of  incentives  are  provided  to  encourage  physicians  to 
sign  participation  agreements.  These  include:  higher  payment 
levels,  more  rapid  claims  payment,  and  widespread  distribution  of 
participating  physician  directories. 

Revised  limits  on  balance  billing  charges  are  being  phased  in 
over  the  1991-93  period.  Beginning  in  1993,  nonparticipating  physi- 
cians will  not  be  allowed  to  charge  more  than  115  percent  of  Medi- 
care's allowed  amount  for  any  service.  Medicare's  allowed  amount 
for  nonparticipating  physicians  is  set  at  95  percent  of  that  for  par- 
ticipating physicians.  Thus,  nonparticipating  physicians  will  only 
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be  able  to  bill  9.25  percent  (115  percent  times  95  percent)  over  the 
approved  amount  recognized  for  participating  physicians. 

To  provide  incentives  for  physicians  to  get  involved  in  efforts  to 
stem  expenditure  increases,  the  law  requires  the  calculation  of 
annual  Medicare  volume  performance  standards  (MVPSs),  which 
are  standards  for  the  rate  of  expenditure  growth.  The  relationship 
of  actual  expenditures  to  the  MVPS  is  one  factor  used  in  determin- 
ing the  annual  update  in  the  conversion  factor. 

A  program  to  measure  outcomes  and  effectiveness  of  the  new 
system  has  been  established.  (Additional  information  concerning 
physician  payment  is  included  in  appendix  E.) 

The  following  table  5  shows  the  number  of  participating  institu- 
tions and  organizations. 


TABLE  5.— PARTICIPATING  INSTITUTIONS  AND  ORGANIZATIONS  (JUNE  1984, 1989,  1990, 

AND  1991) 


1984 

1989 

1990 

1991 

Hospitals  

6,675 

6,508 

6,520 

6,487 

Short  stay  

6,038 

5,582 

5,549 

5,480 

Long  stay  

637 

926 

971 

1,007 

Skilled  nursing  facilities ... 

5  952 

8  198 

8  937 

9  674 

Home  health  agencies  

4,684 

5,546 

5,730 

5^826 

Independent  laboratories  

3,801 

4,613 

4,879 

4,926 

Outpatient  physical  therapy  providers 

791 

1,082 

1,195 

1,317 

Portable  X-ray  suppliers  

269 

418 

443 

462 

Rural  health  HinirQ 

RSI 

GQ9 

VOL 

Comprehensive  outpatient  rehabilitation 

facilities  

48 

170 

186 

193 

Ambulatory  surgical  centers  

155 

1,096 

1,197 

1,335 

Hospices  

108 

703 

825 

1,057 

Facilities  providing  services  to  renal  dis- 

ease beneficiaries  

1,335 

1,888 

1,992 

2,130 

Hospitals  certified  as  both  renal 

transplant  and  renal  dialysis 

centers   

147 

164 

166 

168 

Hospitals  certified  as  renal  trans- 

plant centers  

16 

50 

52 

58 

Hospital  dialysis  facilities  

117 

163 

174 

198 

Non-hospital  renal  dialysis  facilities ... 

645 

1,121 

1,217 

1,320 

Dialysis  centers  only  

359 

332 

1,882 

331 

Inpatient  care  

51 

58 

52 

55 

Hospital  and  skilled  nursing  facility  beds: 

Hospitals  

1,144,142 

1,103,359 

1,104,574 

1,101,823 

Short  stay  

1,023,465 

973,013 

970,480 

966,577 

Long  stay  

120,677 

130,346 

134,094 

135,246 

Skilled  nursing  facilities  

530,403 

492,999 

508,585 

567,199 

Source:  Health  Care  Financing  Administration,  BDMS,  Decision  Support  Division. 
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End  Stage  Renal  Disease  Program 

The  Medicare  program  covers  individuals  who  suffer  from  end 
stage  renal  disease,  if  they  are  (1)  fully  insured  for  old  age  and  sur- 
vivor insurance  benefits,  or  (2)  are  entitled  to  monthly  social  secu- 
rity benefits,  or  (3)  are  spouses  or  dependents  of  individuals  de- 
scribed in  (1)  or  (2).  Such  persons  must  be  medically  determined  to 
be  suffering  from  end  stage  renal  disease  and  must  file  an  applica- 
tion for  benefits.  Approximately  7  percent  of  the  population  suffer- 
ing from  end  stage  renal  disease  (ESRD)  do  not  meet  any  of  these 
requirements  and  thus  is  not  covered  for  Medicare  renal  benefits. 

Benefits  for  qualified  end  stage  renal  disease  beneficiaries  in- 
clude all  part  A  (hospital  insurance)  and  part  B  (supplementary 
medical  insurance)  medical  items  and  services.  ESRD  beneficiaries 
are  automatically  enrolled  in  the  part  B  portion  of  Medicare  and 
must  pay  the  monthly  premium  for  such  protection. 

Table  6  shows  estimates  of  expenditures,  number  of  beneficiaries, 
and  the  average  expenditure  per  person  from  1974  through  1995. 
Total  projected  program  expenditures  for  Medicare  end  stage  renal 
disease  program  for  fiscal  year  1991  are  estimated  at  $4.7  billion 
excluding  Medicare  part  A  hospital  services  that  are  reimbursed  on 
a  cost  basis,  such  as  capital  and  the  costs  of  acquiring  organs.  In 
fiscal  year  1991,  there  are  projected  to  be  159,088  ESRD  benefici- 
aries, including  successful  transplant  patients,  and  also  including 
persons  entitled  to  Medicare  on  the  basis  of  disability  who  also 
have  ESRD. 

When  the  ESRD  program  was  created,  it  was  assumed  that  pro- 
gram enrollment  would  level  out  at  about  90,000  enrollees  by  1995. 
That  mark  was  passed  several  years  ago,  and  no  indication  exists 
that  enrollment  will  stabilize  soon. 
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TABLE  6— ESRD  MEDICARE  BENEFICIARIES  AND  PROGRAM  EXPENDITURES 

[Expenditures  in  millions] 


Fiscal  year  mffsMh      Hl  beneficiaries      Per  Person 


1974   $229  15,993  $14,300 

1975   361  22,674  15,900 

1976   512  28,941  17,700 

1977   641  35,889  17,900 

1978   800  43,482  18,400 

1979   1,010  52,636  19,200 

1980   1,250  60,814  20,600 

1981   1,472  68,288  21,500 

1982   1,651  70,303  23,484 

1983   1,908  78,019  24,458 

1984   2,083  87,857  23,710 

1985   2,377  97,119  24,476 

1986   2,665  106,740  24,970 

1987   2,884  116,658  24,723 

1988   3,158  127,192  24,831 

1989   3,689  137,585  26,811 

1990   4,134  148,351  27,869 

1991   4,721  159,088  29,674 

1992...   5,338  169,655  31,465 

1993   5,985  179,797  33,288 

1994   6,729  189,334  35,540 

1995   7,542  198,176  38,057 

1996  1   8,425  206,198  40,861 


Note:  Estimates  for  1983-96  are  subject  to  revision  by  the  Office  of  the  Actuary,  Office  of  Medicare  Cost 
Estimates;  projections  for  1992-96  are  under  the  fiscal  year  1993  budget  assumptions. 

Source:  Office  of  the  Actuary,  Health  Care  Financing  Administration,  Department  of  Health  and  Human 
Services,  for  fiscal  years  1989-96. 

Table  7  shows  that  new  enrollment  grew  an  average  annual  rate 
of  9.6  percent  from  1980  to  1989.  Most  of  the  growth  in  program 
participation  is  attributable  to  growth  in  the  numbers  of  elderly 
people  receiving  services  and  growth  in  the  numbers  of  more  seri- 
ously ill  people  entering  treatment.  Table  7  shows  the  greatest  rate 
of  growth  in  program  participation  in  people  over  age  75,  at  19.2 
percent,  followed  by  the  second  highest  rate  of  growth  in  people 
ages  65  to  74  years  old.  This  age  group  exhibited  a  growth  rate  of 
12.6  percent.  The  largest  rate  of  growth  in  primary  causes  of  people 
entering  ESRD  treatment  was  diabetes.  People  with  diabetes  fre- 
quently have  multiple  health  problems,  making  treatment  for 
renal  failure  more  difficult. 
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The  rates  of  growth  in  older  and  sicker  patients  entering  treat- 
ment for  end  stage  renal  disease  indicate  a  shift  in  physician  prac- 
tice patterns.  In  the  past,  most  of  these  people  would  not  have  en- 
tered dialysis  treatment  because  their  age  and  severity  of  illness 
made  successful  treatment  for  renal  failure  less  likely.  Although 
the  reasons  that  physicians  have  begun  treating  older  and  sicker 
patients  are  not  precisely  known,  it  is  clear  that  these  practice  pat- 
terns have,  and  will  continue,  to  result  in  steady  growth  in  the 
numbers  of  patients  enrolling  in  Medicare's  end  stage  renal  pro- 
gram. 

End  stage  renal  disease  is  invariably  fatal  without  treatment. 
Treatment  for  the  disease  takes  two  forms:  transplantation  and  di- 
alysis. Although  the  capability  to  perform  transplants  had  existed 
since  the  1950's,  problems  with  rejection  of  transplanted  organs 
limited  its  application  as  a  treatment  for  renal  failure.  The  1983 
introduction  to  the  market  of  a  powerful  and  effective  immunosup- 
pressive drug,  cyclosporine,  resulted  in  a  dramatic  increase  in  the 
numbers  of  transplants  being  performed  and  the  success  rate  of 
transplantation . 

Table  8  indicates  that  the  number  of  transplants  in  1990  was 
more  than  double  the  number  performed  in  1980.  The  number  of 
transplants  performed  increased  steadily  through  1986.  The  rate  of 
successful  transplantation  has  increased  even  more  dramatically; 
from  1980  to  1989,  the  number  of  Medicare  patients  with  successful 
transplants  increased  at  an  average  annual  rate  of  17.2  percent. 
Despite  the  significant  increases  in  the  number  and  success  of 
kidney  transplants,  transplantation  will  not  be  the  treatment  of 
choice  for  all  ESRD  patients.  A  chronic,  severe  shortage  of  kidneys 
available  for  transplantation  now  limits  the  number  of  patients 
who  can  receive  transplants.  Even  absent  a  shortage  of  organs, 
some  patients  are  not  suitable  candidates  for  transplants  because 
of  their  age,  severity  of  illness  or  other  complicating  conditions. 
And  some  ESRD  patients  do  not  want  an  organ  transplant. 

For  all  of  these  reasons,  dialysis  is  likely  to  remain  the  primary 
treatment  for  end  stage  renal  disease.  Dialysis  is  an  artificial 
method  of  performing  the  kidney's  function  of  filtering  blood  to 
remove  waste  products.  There  are  two  types  of  dialysis:  hemodialy- 
sis and  peritoneal  dialysis.  In  hemodialysis,  still  the  most  common 
form  of  dialysis,  blood  is  removed  from  the  body,  filtered  and 
cleansed  through  a  dialyzer,  sometimes  called  an  artificial  kidney 
machine,  before  being  returned  to  the  body.  Peritoneal  dialysis 
does  not  require  use  of  a  machine.  Instead,  filtering  takes  place 
inside  the  body  by  inserting  dialysate  fluid  through  a  permanent 
surgical  opening  in  the  peritoneum  (abdominal  cavity).  Toxins 
filter  into  the  dialysate  fluid  and  are  then  drained  from  the  body 
through  the  surgical  opening.  To  be  effective,  both  types  of  dialysis 
generally  need  to  be  performed  several  times  a  week,  usually  three 
times. 
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TABLE  8.-T0TAL  KIDNEY  TRANSPLANTS  PERFORMED  IN  MEDICARE  CERTIFIED  U.S. 

HOSPITALS 


Calendar  year 

Total 

Living  donor 

Cadaveric  donor 

transnlants 

Niimhpr 

MUM  IUC  1 

^prppnt 

Number 

Percent 

1979  

4,189 

1  1  QC 

l,lob 

o,UUo 

79 

1980  

4,697 

1  07t; 

07 
LI 

7Q 

1981  

4,883 

1,H  JO 

Ju 

0,Ht.<J 

70 

1982  

5,358 

1,677 

31 

3,681 

69 

1983  

6,112 

1,784 

29 

4,328 

71 

1984  

6,968 

1,704 

24 

5,364 

76 

1985  

7,695 

1,876 

24 

5,819 

76 

1986  

8,976 

1,887 

21 

7,089 

79 

1987  

8,967 

1,907 

21 

7,060 

79 

1988  

8,932 

1,760 

20 

7,116 

80 

1989  

8,899 

1,893 

21 

7,006 

79 

1990  

9,796 

2,091 

21 

7,705 

79 

Source:  HCFA,  BDMS,  Division  of  Special  Programs. 

Since  1983,  Medicare  has  reimbursed  outpatient  maintenance  di- 
alysis on  the  basis  of  a  fixed  rate  which  is  adjusted  to  reflect  the 
proportion  of  patients  dialyzing  at  home.  Separate  rates  are  estab- 
lished for  hospitals  and  for  independent,  or  free-standing,  facilities. 
Both  rates  were  originally  derived  from  audited  costs;  both  are  di- 
vided into  nonlabor  and  labor  components.  The  labor  component  is 
adjusted  by  a  wage  index  to  reflect  differences  in  wages.  In  addi- 
tion, the  hospital  rate  contains  two  additional  adjustments  which 
result  in  slightly  higher  rates.  One  adjustment  consists  of  a  5  per- 
cent add-on  to  the  overall  rate  to  account  for  possible  data  collec- 
tion errors,  and  the  second  adjustment  consists  of  a  $2.10  add-on 
per  treatment  to  account  for  hospitals'  additional  overhead.  The 
fixed  rate  is  paid  for  each  treatment. 

When  this  rate  structure  was  implemented  in  1983,  HCFA  esti- 
mated that  the  average  payment  for  independent  facilities  would 
be  around  $127  per  treatment  and  the  average  payment  to  hospi- 
tals would  be  approximately  $131.  In  1986,  HCFA  proposed  to 
lower  the  rates,  based  on  1983  audit  data  which  showed  declining 
costs.  The  rates  HCFA  proposed  to  implement  would  have  resulted 
in  an  average  rate  of  $115.40  for  independent  facilities  and  an  aver- 
age rate  of  $119.70  for  hospital-based  facilities.  OBRA  1986  pre- 
empted the  implementation  of  these  rates  by  reducing  each  rate  by 
$2.00.  In  OBRA  1989,  Congress  required  that  these  rates  be  main- 
tained until  October  1,  1990.  OBRA  1990  increased  rates  by  $1,  ef- 
fective January  1,  1991. 

The  effect  of  a  dialysis  rate  that  has  been  either  fixed  or  declin- 
ing since  1983  is  less  real  spending  per  enrollee  on  dialysis  services. 
Adjusting  for  inflation,  dialysis  reimbursement  rates  were  nearly 
65  percent  lower  in  1991  than  they  were  in  1974.  Considerable  evi- 
dence documents  increasing  efficiency  and  lower  costs  associated 
with  dialysis,  but  concerns  that  the  rates  have  adversely  affected 
quality  and  access  to  care  remain.  In  OBRA  1987,  Congress  author- 
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ized  the  Institute  of  Medicine  to  conduct  a  comprehensive  study  of 
the  ESRD  program  and  the  effects  of  the  composite  rate. 

The  Institute  of  Medicine  (IOM)  study  required  by  OBRA  1987 
was  submitted  to  Congress  in  April  1991.  As  part  of  its  mandate, 
the  IOM  examined  several  indicators  of  quality  (mortality,  morbidi- 
ty, and  dialysis  staffing  patterns).  The  IOM  also  examined  the  dial- 
ysis rate  structure,  commented  on  its  implications  for  quality,  and 
made  a  number  of  recommendations  regarding  ESRD  dialysis 
rates.  It  found  no  conclusive  evidence  linking  the  composite  rate  to 
declining  quality  of  care,  as  measured  by  mortality  and  morbidity. 
Nevertheless,  the  IOM  suggested  that  there  might  be  an  indirect 
effect  on  quality  of  care  due  to  the  composite  rate  structure.  It  rec- 
ommended modifications  to  the  current  rate  structure,  including 
updating  the  rates  yearly  and  rebasing  the  rate  structure  after  a 
comprehensive  quality  assurance  program  is  established.  It  also 
recommended  against  further  reductions  in  the  composite  rate  and 
against  rebasing  the  rate  using  current  audit  data  because,  in  its 
opinion,  current  costs  may  not  include  all  services  providers  deem 
medically  appropriate. 

Recent  changes 

Dialysis  payment  rates. — OBRA  1989  mandated  the  continuance 
of  the  dialysis  rates  then  in  effect  until  October  1,  1990.  In  addi- 
tion, it  required  the  Secretary  to  follow  standard  regulatory  proce- 
dures when  proposing  rate  changes.  OBRA  1990  increased  the  dial- 
ysis rates  in  effect  on  September  30,  1990,  by  $1  for  services  provid- 
ed on  or  after  January  1,  1991.  It  also  directed  the  Prospective  Pay- 
ment Assessment  Commission  to  conduct  a  study  to  determine  the 
costs,  services  and  profits  associated  with  various  dialysis  treat- 
ment modalities.  The  Commission  is  to  make  recommendations  to 
Congress  by  June  1,  1992,  on  methods  and  levels  of  reimbursement 
for  dialysis  services.  In  addition  to  this  study,  OBRA  1990  directed 
ProPAC  to  make  a  recommendation  to  Congress  on  an  appropriate 
factor  to  be  used  in  updating  payments  for  services.  ProPAC  is  to 
submit  its  recommendations  to  Congress  by  March  1  of  each  year 
for  the  succeeding  fiscal  year,  with  the  first  recommendation  due 
March  1,  1992. 

In  its  March  1992  Report  to  Congress,  ProPAC  did  not  recom- 
mend an  increase  in  payments  for  dialysis  services  for  fiscal  year 
1993.  Its  reasoning  for  not  recommending  an  increase  in  dialysis 
payment  rates  was  that  data  are  inadequate  to  assess  the  relation- 
ship between  payments  and  the  costs  of  furnishing  dialysis  in  dif- 
ferent settings.  ProPAC  recommended  that  the  Health  Care  Fi- 
nancing Administration  (HCFA)  expedite  work  necessary  to  obtain 
a  complete  data  base  of  dialysis  facility  cost  reports  and  that  HCFA 
annually  audit  the  cost  reports  of  a  representative  sample  of  dialy- 
sis facilities. 

Limitation  of  method  II  payments  for  home  dialysis. — In  January 
1989,  HCFA  proposed  to  limit  payments  (called  method  II  pay- 
ments) to  suppliers  who  deal  directly  with  Medicare  beneficiaries 
rather  than  providing  supplies  through  an  approved  Medicare  dial- 
ysis facility.  HCFA's  proposed  rule  was  in  response  to  information 
that  one  supplier  received  monthly  payments  nearly  twice  as  high 
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as  facilities  received  for  dialyzing  patients,  either  in-facility  or  at 
home.  These  rules  were  not  implemented. 

Subsequently,  the  General  Accounting  Office  conducted  a  study 
of  method  II  payments.  GAO  concluded  that  the  differential  in  pay- 
ments between  method  I  (payments  to  dialyis  facilities  for  home  di- 
alysis patients)  and  method  II  suppliers  was  not  justified.  Shortly 
after  GAO's  report  was  released,  Congress  incorporated  GAO's  rec- 
ommendations by  enacting  a  payment  limit  on  method  II  payments 
in  OBRA  1989.  The  new  limit  is  100  percent  of  the  median  dialysis 
rate  paid  to  hospital-based  facilities.  In  the  case  of  home  patients 
on  continuous  cycling  peritoneal  dialysis  (CCPD),  the  limit  is  130 
percent  of  the  median  hospital-based  dialysis  rate.  The  payment 
limit  took  effect  on  February  1,  1990. 

Staff -assisted  home  dialysis  demonstration  project. — In  response 
to  continuing  congressional  concerns  about  some  home  dialysis  pa- 
tients' needs  for  staff  assistance  after  the  limitation  on  method  II 
payments  was  imposed,  OBRA  1990  established  a  3-year  demonstra- 
tion project  to  determine  whether  Medicare  coverage  of  staff  assist- 
ants could  be  both  cost  effective  and  safe  for  patients.  The  demon- 
stration was  to  begin  within  9  months  of  OBRA  1990's  enactment 
for  a  maximum  of  800  participants.  The  law  defines  staff  assistant 
services  as  including:  technical  assistance  with  operating  the  hemo- 
dialysis machine  and  care  of  patients  during  home  dialysis;  and  ad- 
ministration of  medications  in  patients'  homes.  Home  dialysis  staff 
assistants  must  meet  minimum  requirements  specified  by  the  Sec- 
retary and  any  State  requirements  applicable  in  the  State  where 
the  staff  assistant  practices. 

The  law  establishes  rather  stringent  patient  eligibility  criteria 
designed  to  assure  that  the  demonstration  is  limited  to  patients 
whose  health  status  precludes  travel  to  a  dialysis  facility  and 
whose  family  members  are  not  able  to  assist  them  with  home  dialy- 
sis. 

Payments  to  an  ESRD  provider  or  dialysis  facility  participating 
in  the  demonstration  project  are  to  be  prospectively  determined  by 
the  Secretary,  made  on  a  per  treatment  basis,  and  paid  as  an  add- 
on to  the  dialysis  rate.  OBRA  1990  provides  detailed  instructions 
on  calculating  the  payment  rate  for  staff  assistants.  The  payment 
structure  is  designed  to  prevent  duplicate  payments  for  labor  costs, 
since  the  dialysis  rate  structure  already  includes  labor  costs  associ- 
ated with  providing  in-facility  dialysis. 

OBRA  1990  provided  funding  of  $4  million  in  fiscal  years  1991 
and  1992  for  the  demonstration;  $3  million  in  fiscal  year  1993;  $2 
million  in  fiscal  year  1994;  and  $1  million  in  fiscal  year  1995.  The 
Secretary  is  directed  to  submit  a  preliminary  report  on  the  status 
of  the  demonstration  by  December  1,  1992,  and  a  final  report  by 
December  31,  1995.  The  final  report  is  to  evaluate  the  demonstra- 
tion project  and  include  recommendations  regarding  eligibility  cri- 
teria and  cost-control  mechanisms  for  providing  Medicare  coverage 
of  home  dialysis  aides. 

Reimbursement  for  epoetin. — On  June  1,  1989  the  U.S.  Food  and 
Drug  Administration  (FDA)  approved  marketing  of  a  drug  used  to 
treat  anemia  associated  with  chronic  renal  failure.  The  drug,  epoe- 
tin, is  a  genetically  engineered  copy  of  a  protein  (erythropoietin  or 
EPO)  that  the  body  uses  to  stimulate  production  of  red  blood  cells. 
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EPO  is  used  as  a  substitute  for  transfusions.  Medicare  began  reim- 
bursing for  the  drug  for  chronic  renal  failure  patients  with  a  speci- 
fied level  of  anemia  in  1989.  Chronic  renal  failure  patients  may  in- 
clude those  not  on  dialysis  or  transplant  patients  as  long  as  they 
have  the  specified  level  of  anemia. 

In  a  break  with  longstanding  policy,  Medicare's  reimbursement 
rate  for  EPO  was  negotiated  in  advance  of  FDA  approval  and  was 
set  at  about  80  percent  of  the  anticipated  market  price.  Concern 
about  the  eventual  costs  that  EPO  would  add  to  ESRD  expendi- 
tures played  a  major  role  in  HCFA  negotiation  of  a  Medicare  reim- 
bursement rate  below  market  price. 

Reimbursement  for  the  drug  varies  by  the  setting  in  which  it  is 
administered.  If  administered  in  an  approved  ESRD  facility  (either 
a  hospital  or  an  independent  facility),  payment  is  made  as  an  add- 
on to  the  dialysis  rate.  For  each  administration  of  the  drug  of  less 
than  10,000  units,  the  additional  payment  was  initially  set  at  $40. 
For  patients  requiring  more  than  10,000  units,  a  payment  of  $30 
was  initially  made,  which  was  an  addition  to  the  $40  payment.  The 
maximum  payment  was  $70. 

Physicians  receiving  monthly  capitation  payments  for  providing 
services  to  ESRD  patients  are  reimbursed  for  drug  costs  but  are 
not  given  any  additional  reimbursement  for  administering  the 
drug.  However,  they  are  reimbursed  an  additional  $2  per  treatment 
for  supplies,  such  as  syringes.  HCFA  suggested  that  reimbursement 
for  actual  drug  costs  be  based  on  drug  prices  reported  in  the  Drug 
Topics  red  book,  blue  book  or  Medispan  manuals,  although,  as  a 
matter  of  practice,  some  carriers  reimburse  drug  costs  based  on 
actual  invoices. 

Prior  to  implementing  Medicare  coverage  of  EPO,  budget  estima- 
tors had  no  reliable  basis  on  which  to  estimate  the  number  of 
ESRD  patients  who  would  use  it.  HCFA's  preliminary  estimate  was 
that  about  25  percent  (25,000  to  30,000)  of  dialysis  patients  would 
use  it  in  the  first  year  of  coverage,  but  that  approximately  80  per- 
cent (75,000  to  80,000)  of  dialysis  patients  would  use  it  by  1994  or 
1995.  The  total  yearly  costs  of  providing  the  drug  per  user  were  es- 
timated at  $5,600,  with  Medicare  paying  $4,480  and  the  remaining 
$1,120  paid  by  other  insurers  or  beneficiaries. 

Medicare  claims  for  dialysis  patients  processed  for  December 
1991  indicate  that  the  dose  per  treatment  averaged  about  3,399 
units.  A  total  of  75,845  ESRD  patients  received  EPO  that  month. 
Medicare  payments  for  EPO  in  December  1991  were  $35.2  million. 

OBRA  1990  revised  payments  made  to  dialysis  facilities  for  EPO 
by  establishing  payment  rates  per  1,000  unit  increments;  abolishing 
the  $70  payment  cap;  and  indexing  EPO  payment  rates  for  subse- 
quent years.  Effective  January  1,  1991,  payments  to  dialysis  facili- 
ties for  EPO  were  limited  to  $11  per  1,000  unit  increments,  round- 
ed to  the  nearest  100  units.  In  1992  and  subsequent  years,  payment 
rates  for  EPO  are  increased  by  the  percentage  increase  (if  any)  in 
the  implicit  price  deflator  for  the  gross  national  product  (GNP).  No 
changes  were  made  to  the  method  of  reimbursing  physicians  for  ad- 
ministration of  the  drug. 

OBRA  1990  also  extended  coverage  for  self-administration  of 
EPO  to  home  dialysis  patients  if  they  are  competent  to  administer 
it  without  medical  or  other  supervision.  The  Secretary  is  to  develop 
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methods  and  standards  to  determine  who  is  competent  to  self-ad- 
minister the  drug.  Payments  for  EPO  on  behalf  of  home  dialysis 
patients  who  self-administer  EPO  are  made  on  the  same  basis  as 
payments  to  facilities.  This  includes  payments  to  suppliers  on 
behalf  of  method  II  patients.  Coverage  for  self-administration  of 
EPO  became  effective  for  services  provided  on  or  after  July  1,  1991. 

Medicare  spending  for  ESRD  services 

Table  9  shows  overall  per  capita  Medicare  spending  by  type  of 
ESRD  patient  from  1984-89.  There  are  four  types  of  ESRD  pa- 
tients: (1)  dialysis  patients,  (2)  transplant  patients,  (3)  functioning 
graft  (successful  transplant)  patients,  and  (4)  graft  failure  (failed 
transplant)  patients.  Dialysis  patients  are  those  on  dialysis  during 
trie  year  in  question.  Transplant  patients  are  those  who  received  a 
transplant  during  that  year.  Functioning  graft  patients  are  recipi- 
ents of  successful  transplants  performed  during  a  previous  year, 
and  graft  failure  patients  are  those  who  received  a  transplant 
during  a  prior  year,  but  whose  transplants  failed  during  the  year 
in  question. 

Per  capita  spending  for  ESRD  patients  averaged  $26,613  in  1989 
for  patients  who  had  at  least  1  full  year  of  Medicare  entitlement  in 
the  prior  year.  Thus,  these  expenditure  data  exclude  patients  for 
whom  Medicare  was  a  secondary  payer.  Spending  varied  signifi- 
cantly by  type  of  patient.  Patients  with  successful  transplants  had 
the  lowest  average  annual  expenditures  at  $6,653,  followed  by  dial- 
ysis patients  at  $29,476.  Patients  whose  transplants  failed  had  sig- 
nificantly higher  annual  costs  at  $38,424.  The  highest  costs  were 
reported  for  patients  who  had  a  transplant  during  the  year  in  ques- 
tion; their  1989  per  capita  costs  were  reported  at  $78,506.  If  their 
transplants  are  successful  over  the  long  run,  however,  these  pa- 
tients are  ultimately  less  expensive  to  serve  because  they  no  longer 
need  either  expensive  acute  care  or  chronic  dialysis  services. 
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Home  Health 

The  hospital  insurance  (part  A)  and  the  supplementary  medical 
insurance  (part  B)  programs  cover  home  health  visits  for  persons 
who  need  skilled  nursing  care  on  an  intermittent  basis  or  physical 
therapy  or  speech  therapy.  Persons  must  also  be  homebound.  The 
home  health  benefit  is  not  subject  to  deductibles  or  copayments. 
When  an  individual  is  covered  under  parts  A  and  B  of  the  Medi- 
care program,  the  individual  will  generally  receive  payment  for 
home  health  services  under  part  A  of  the  program.  In  1990,  Medi- 
care covered  an  average  of  36  home  health  visits  for  persons  who 
qualified  for  the  benefit. 

Reimbursement  to  home  health  agencies  is  based  on  Medicare 
rules  for  reasonable  cost  reimbursement.  However,  home  health 
agencies  are  required  to  use  the  cost  per  visit  by  type  of  service  for 
apportioning  costs.  Under  this  method,  the  total  allowable  costs  of 
all  visits  for  each  type  of  service  (skilled  nursing,  home  health  aide, 
etc.)  is  divided  by  the  total  number  of  visits  by  type  of  service. 
These  average  cost  per  visit  amounts  are  multiplied  by  the  number 
of  covered  Medicare  visits  for  each  type  of  service.  The  products 
represent  the  cost  Medicare  will  recognize  by  type  of  service,  sub- 
ject to  home  health  agency  cost  limits. 

In  1986,  Public  Law  99-509  established  the  current  methodology 
for  determining  home  health  care  limits.  These  are  set  at  112  per- 
cent of  the  mean  of  the  labor-related  and  nonlabor  per  unit  costs 
for  each  type  of  service  provided  by  freestanding  home  health  agen- 
cies. The  limits  are  then  applied  on  an  aggregate  basis  to  all  the 
visits  made  by  the  agency,  with  appropriate  adjustments  for  the 
special  costs  of  hospital-based  agencies. 

For  fiscal  year  1990,  the  Medicare  home  health  benefit  has 
become  again  one  of  the  fastest  growing  parts  of  the  Medicare  pro- 
gram. Table  10  below  indicates  increases  in  Medicare  program  ex- 
penditures for  home  health  care. 

Hospice  Care 

Public  Law  97-248  authorized  Medicare  part  A  coverage  for  hos- 
pice care  services  provided  to  individuals  who  are  entitled  to  Medi- 
care part  A  benefits  and  who  are  certified  to  be  terminally  ill.  In 
1986,  the  Congress  in  Public  Law  99-272  made  the  hospice  benefit 
a  permanent  part  of  the  Medicare  program  effective  April  7,  1986. 

On  December  16,  1983,  the  Health  Care  Financing  Administra- 
tion (HCFA),  published  regulations  to  implement  the  hospice  provi- 
sions of  Public  Law  97-248.  Among  other  things,  the  regulations  es- 
tablish requirements  for  eligibility,  covered  benefits,  services,  reim- 
bursement procedures,  and  the  conditions  a  hospice  must  meet  to 
be  approved  for  participation  in  the  Medicare  program. 

Part  A  beneficiaries  may  elect  to  receive  hospice  care  in  lieu  of 
most  other  Medicare  benefits  for  up  to  two  periods  of  90  days  each, 
a  subsequent  period  of  30  days,  and  an  additional  extension  period 
if  elected. 
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TABLE  10.— TOTAL  MEDICARE  HOME  HEALTH  BENEFIT  PAYMENTS 


[Dollars  in  millions]  1 


Fiscal  year 

I 

Port  A 
ran  M 

Reimbursements 

Port  R 

ran  b 

lOldl 

Percent 
change 
from  prior 
year 

Visits  per 

1,000 
enrollees 2 

Average 
charge  per 
visit  2 

1969  .... 

NA 

NA 

$77 

232 

$13 

1970  

NA 

NA 

89 

15.6 

222 

14 

1971  

NA 

NA 

95 

6.7 

164 

16 

1972  

NA 

NA 

97 

2.1 

168 

17 

1  mo 

1973  

M  A 

NA 

M  A 

NA 

n  c 

95 

0  1 

—  2.1 

1  on 

189 

1  o 

18 

1  m  a 

1974  

M  A 

NA 

M  A 

NA 

IOC 

136 

A  0  0 

43.2 

O  1  1 

211 

O  1 

21 

1975  

NA 

NA 

207 

52.2 

271 

24 

1976  

NA 

NA 

312 

50.7 

347 

27 

1977  

NA 

NA 

406 

30.1 

419 

29 

1  Q7Q 

iy/o  

MA 
INA 

MA 
INA 

4yo 

OO  7 

4b4 

QO 
06 

1  Q7Q 

iy/y  

MA 

MA 
INA 

rqo 
oyz 

1  Q  Q 

lo. y 

DlO 

o4 

1980  

M  A 

NA 

M  A 

NA 

Top 

726 

nor 

22.6 

577 

O  P 

36 

1981  

M  A 

NA 

M  A 

NA 

914 

25.9 

713 

40 

198? 

NA 

NA 

1  177 
1,1// 

£0.0 

1  n?4 

i  ,\JLH 

1983  

NA 

NA 

1,538 

30.7 

1,227 

47 

1984  

NA 

NA 

1,866 

21.3 

1,344 

50 

i  n  o  c 

1985  

(fO  110 

$2,118 

$53 

2,171 

i  r  o 

16.3 

1  oon 

1,329 

r  r 

55 

i  nor 

1986  

0  1  o  c 

2,185 

A  ~l 

47 

o  on 

2,233 

n  n 

2.9 

1  orr 

1,256 

58 

1987  

o  oon 

2,280 

A  0 

48 

0  0  0  0 

2,328 

A  O 

4.3 

1  1  r  o 

1,153 

61 

1988  

o  on 

2,251 

56 

o  om 

2,307 

—.9 

1,144 

64 

1  n  on 

1989  

o  cno 

2,508 

48 

o  err 

2,556 

1  n  n 

10.8 

1   O  1  o 

lf313 

64 

iyyu  

J,040 

QO 
OL 

Q  70Q 

0,1  io 

43. y 

1  QQQ 

i,ooy 

04 

1991  

4,787 

64 

4,851 

30.1 

2,219 

69 

1992  

5,921 

102 

6,023 

24.2 

2,480 

74 

1993  

6,917 

117 

7,034 

16.8 

2,551 

78 

1994  

7,687 

133 

7,820 

ll.2 

2,701 

83 

1995  

8,376 

152 

8,528 

9.1 

2,721 

88 

1996  

9,130 

174 

9,304 

9.1 

2,744 

94 

1997  

9,924 

196 

10,120 

8.8 

2,770 

100 

1  Based  on  fiscal  year  1993  President's  Budget  assumptions.  All  numbers  in  this  table  were  revised  slightly 
by  HCFA  from  this  table  in  the  1991  Green  Book  edition. 

2  Based  on  Part  A  alone. 


NA— Not  available. 

Source:  Health  Care  Financing  Administration,  Division  of  Budget. 

The  statute  provides  that  payment  to  hospice  providers  be  equal 
to  the  costs  which  are  reasonable  and  related  to  the  cost  of  provid- 
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ing  hospice  care,  or  which  are  based  on  such  other  tests  of  reason- 
ableness as  the  Secretary  may  prescribe,  subject  to  a  "cap 
amount."  The  cap  amount  for  a  beneficiary  for  a  year  was  estab- 
lished at  $6,500,  adjusted  annually  by  the  medical  component  of 
the  CPI.  The  cap  for  the  period  November  1,  1990  through  October 
31,  1991  is  $10,712. 

HCFA  has  implemented  a  prospective  payment  methodology  for 
hospice  care.  Under  this  methodology,  hospices  are  paid  one  of  four 
predetermined  rates  for  each  day  a  Medicare  beneficiary  is  under 
the  care  of  the  hospice.  The  rates  vary  according  to  the  level  of 
care  furnished  to  the  beneficiary.  Total  reimbursement  to  a  hospice 
for  care  furnished  to  the  Medicare  beneficiary  will  vary  by  the 
length  of  the  patient's  period  in  the  hospice  program  as  well  as  by 
the  characteristics  of  the  services  (intensity  and  site)  furnished  to 
the  beneficiary. 

Four  basic  payment  categories  are  used  for  reimbursing  hospices. 
The  payment  rates  are  national  rates  which  are  adjusted  by  the 
Bureau  of  Labor  Statistics  wage  index  for  an  area.  The  published 
payment  rates  are: 

(a)  Routine  home  care  day. — Routine  home  care  day  is  a  day 
on  which  an  individual  who  has  elected  to  receive  hospice  care 
is  at  home  and  is  not  receiving  continuous  home  care.  The  -rou- 
tine home  care  rate  is  paid  for  every  day  a  patient  is  at  home 
and  under  the  care  of  the  hospice  regardless  of  the  volume  or 
intensity  of  the  services  provided  on  any  given  day  as  long  as 
less  than  8  hours  of  care  are  provided.  Currently,  this  rate  is 
$83.25. 

(b)  Continuous  home  care  day. — A  continuous  home  care  day 
is  a  day  on  which  an  individual  who  has  elected  to  receive  hos- 
pice care  receives  hospice  care  consisting  predominantly  of 
nursing  care  on  a  continuous  basis  at  home.  Home  health  aide 
or  homemaker  services  or  both  may  also  be  provided  on  a  con- 
tinuous basis.  Continuous  home  care  is  furnished  only  during 
brief  periods  of  crisis  and  only  as  necessary  to  maintain  the 
terminally  ill  patient  at  home.  Home  care  must  be  provided  for 
a  period  of  at  least  8  hours  before  it  would  be  considered  to  fall 
within  the  category  of  continuous  home  care.  Payment  for  con- 
tinuous home  care  will  vary  depending  on  the  number  of  hours 
of  continuous  services  provided.  Currently  this  rate  is  $485.88 
for  24  hours  or  $20.25  per  hour. 

(c)  Inpatient  respite  care  day. — An  inpatient  respite  care  day 
is  one  on  which  the  individual  who  has  elected  hospice  care  re- 
ceives care  in  an  approved  facility  on  a  short-term  (not  more 
than  5  days  at  a  time)  basis  for  the  respite  of  his  caretakers. 
Currently  this  rate  is  $86.11. 

(d)  General  inpatient  care  day. — A  general  inpatient  care  day 
is  one  on  which  an  individual  who  has  elected  hospice  care  re- 
ceives general  inpatient  care  in  an  inpatient  facility  for  pain 
control  or  acute  or  chronic  symptom  management  which 
cannot  be  managed  in  other  settings.  Care  may  be  provided  in 
a  hospital,  skilled  nursing  facility  or  inpatient  unit  of  a  free- 
standing hospice.  Currently  this  rate  is  $370.34. 

Public  Law  101-239  required  that  the  payment  rates  be  increased 
by  the  hospital  market  basket  percentage  increase  each  fiscal  year. 
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TABLE  11.— ESTIMATES  OF  HOSPICE  PROGRAM  DATA 


Admissions  ^ per  Cost  per  M  per  lm$a2& 
Aamissions       2(jmjssion       hospjce  day       a(jmjssjon  (ougin 


Fiscal  year: 


1984 

2,200 

29 

$62 

$1,800 

$2 

1985 

11,000 

33 

66 

2,200 

15 

1986 

28,012 

37 

66 

2,442 

35 

1987 

68,721 

41 

74 

3,034 

63 

1988 

84,770 

44 

74 

3,256 

90 

1989 

89,008 

48 

74 

3,470 

211 

1990 

102,359 

51 

85 

4,245 

320 

1991 

112,595 

53 

93 

4,828 

465 

1992 

120,477 

55 

98 

5,270 

605 

1993 

126,501 

57 

103 

5,749 

760 

1994 

132,826 

59 

108 

6,258 

920 

1995 

139,467 

61 

114 

6,811 

1,100 

Source:  1984-1989:  CBO  estimates;  1990-1995:  CBO  baseline  projections,  January,  1990. 


Skilled  Nursing  Facility 

Medicare's  part  A  hospital  insurance  program  covers  100  days  of 
skilled  nursing  facility  (SNF)  care  for  persons  who  can  demonstrate 
a  need  for  daily  skilled  nursing  care  for  a  condition  related  to  a 
prior  hospitalization.  The  first  20  days  of  SNF  care  are  paid  in  full 
by  the  program.  Days  21  through  100  are  subject  to  a  copayment  of 
$81.50  a  day  in  1992.  In  1988  Medicare  covered  an  average  of  28 
days  of  care  for  those  elderly  persons  who  qualified  for  the  benefit, 
and  30  days  for  disabled  beneficiaries. 

In  general,  SNFs  are  reimbursed  on  the  basis  of  reasonable  costs 
subject  to  certain  limits.  For  SNFs,  limits  are  applied  to  the  per 
diem  routine  service  costs  (nursing,  room  and  board,  administra- 
tive, and  other  overhead)  of  a  facility.  Capital-related  and  ancillary 
costs,  such  as  physical  therapy  and  drugs,  are  excluded  from  the 
cost  limits.  Separate  limits  are  established  for  SNFs  on  the  basis  of 
whether  they  are  freestanding  or  hospital-based  facilities  and 
whether  they  are  located  in  urban  or  rural  areas.  Freestanding 
SNF  cost  limits  are  set  at  112  percent  of  the  average  per  diem 
labor-related  and  nonlabor  costs.  Hospital-based  SNF  cost  limits 
are  set  at  the  limit  for  freestanding  SNFs,  plus  50  percent  of  the 
difference  between  the  freestanding  limit  and  112  percent  of  the 
average  per  diem  routine  service  costs  of  hospital-based  SNFs. 

Public  Law  99-272  established  a  prospective  payment  rate 
system  for  certain  SNFs  that  elect  such  payment  for  cost  reporting 
periods  beginning  on  or  after  October  1,  1986.  SNFs  providing  less 
than  1,500  days  of  care  per  year  to  Medicare  patients  in  the  preced- 
ing year  would  have  the  option  of  being  paid  a  prospective  pay- 
ment rate  set  at  105  percent  of  the  regional  mean  for  all  SNFs  in 
the  region.  The  rate  is  calculated  separately  for  urban  and  rural 
areas  and  the  prospective  per  diem  rate  also  reflects  wage  differ- 
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ences  between  urban  and  rural  areas  within  each  region.  These 
rates  cannot  exceed  the  per  diem  cost  limit  that  would  otherwise 
be  applicable  to  that  facility  and  cannot  exceed  its  cost  limit  adjust- 
ed for  capital  costs. 

Several  important  changes  occurred  in  the  SNF  program  during 
1988  and  1989.  First,  in  April  1988,  HCFA  issued  a  new  manual  to 
the  carriers  that  was  designed  to  clarify  the  SNF  eligibility  re- 
quirements. Increases  in  monthly  SNF  outlays  and  anecdotal  infor- 
mation strongly  suggested  that  the  manual  clarifications  increased 
eligibility.  Before  this  manual  was  issued,  monthly  outlays  for  Med- 
icare SNF's  were  approximately  $60  million  per  month.  By  the  end 
of  1988,  they  had  risen  to  almost  $100  million  per  month. 


TABLE  12.— SKILLED  NURSING  FACILITY  DATA 


Fiscal  year 

Number  of  SNF 
facilities 

Total  covered  days 
of  care 
(thousands) 

Total  interim 
reimbursement 
(thousands) 

Interim 
reimbursement 
per  day 

1977  

4,461 

9,757.7 

314,148 

32 

1978  

4,982 

9,231.1 

317,472 

34 

1979  

5,055 

8,642.0 

329,388 

38 

1980  

5,155 

8,701.0 

358,508 

41 

1981  

5,295 

8,678.2 

393,939 

45 

1982  

5,510 

8,696.2 

425,251 

49 

1983  

5,760 

9,277.4 

465,341 

50 

1984  

6,183 

9,546.9 

489,722 

51 

1985  

6,725 

9,114.1 

509,714 

56 

1986  .  

7,065 

8,174.9 

515,420 

63 

1987  

7,148 

7,495.1 

560,295 

75 

1988  

7,379 

11,137.7 

856,445 

77 

1989  

8,201 

30,047.1 

3,035,438 

101 

1990  1  

8,937 

23,648.6 

1,947,206 

82 

1  Data  are  considered  preliminary. 


Source:  Data  derived  from  Medicare  Decision  Support  System  (MSS),  Current  Utilization  Series  Table  8,  10/ 
25/91  Update. 

Second,  in  June  1988  the  Medicare  Catastrophic  Coverage  Act  of 
1988  was  enacted.  The  Medicare  catastrophic  legislation  (1)  re- 
moved the  requirement  that  a  Medicare  beneficiary  had  to  be  in 
the  hospital  for  at  least  3  days  prior  to  entering  a  SNF,  (2)  institut- 
ed a  daily  coinsurance  payment  in  1989  of  $25.50  for  the  first  8 
days  (formerly  no  copayments  were  required  for  the  first  20  days), 
(3)  eliminated  the  coinsurance  a  beneficiary  would  have  to  pay 
after  8  days  (formerly  copayments  of  one-eighth  of  the  hospital  de- 
ductible of  $70  in  1989  were  required  for  days  21-100),  and  (4) 
changed  the  number  of  days  that  a  person  could  receive  the  benefit 
from  100  days  per  spell  of  illness  to  150  days  per  year.  These 
changes  were  effective  January  1,  1989.  Monthly  SNF  spending 
rose  rapidly  from  $97  million  in  January  1989  to  $280  million  in 
November  1989.  Congress  subsequently  repealed  all  the  legislative 
changes  made  in  the  SNF  benefit  when  it  repealed  the  Medicare 
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Catastrophic  Coverage  Act.  In  1992,  the  copayment  required  for 
days  21-100  is  $81.50. 

Table  12  shows  the  impact  of  the  1989  expansions:  the  number  of 
participating  facilities,  covered  days  of  care,  and  total  reimburse- 
ment all  increased  in  1989.  While  covered  days  of  care  and  reim- 
bursements have  declined  since  the  repeal  of  the  expansions,  they 
have  not  returned  to  their  pre- 1989  levels.  A  report  of  the  Office  of 
the  Inspector  General,  DHHS,  points  to  the  continued  impact  of 
the  revised  coverage  guidelines;  SNFs  reluctance  to  abandon  their 
decisions  to  participate  or  expand  their  certified  beds  after  having 
invested  resources  to  do  so;  and  high  demand  for  skilled  nursing 
home  care. 

Durable  Medical  Equipment 

Current  Medicare  law  does  not  provide  an  inclusive  definition  of 
durable  medical  equipment  (DME).  Section  1861(n)  of  the  Social  Se- 
curity Act  specifies  that  DME  includes  "*  *  *  iron  lungs,  oxygen 
tents,  hospital  beds,  wheelchairs  (including  power-operated  vehi- 
cles) *  *  *  used  in  a  patient's  home,  including  an  institution  used 
as  his  home  *  *  *"  DME  also  includes  *  'medical  supplies  (including 
catheters,  catheter  supplies,  ostomy  bags,  and  supplies  related  to 
ostomy  care,  but  excluding  drugs  and  biologicals)".1  In  addition  to 
items  specified  in  the  law,  a  wide  variety  of  DME  is  covered  under 
Medicare  part  B. 

CURRENT  REIMBURSEMENT  FOR  DURABLE  MEDICAL  EQUIPMENT 

Medicare  pays  for  DME  on  the  basis  of  a  fee  schedule  enacted  in 
the  Omnibus  Budget  Reconciliation  Act  of  1987.  Prior  to  OBRA 
1987,  reimbursement  for  DME  was  made  on  the  basis  of  reasonable 
costs  to  hospital  outpatient  departments  and  other  providers,  such 
as  skilled  nursing  facilities,  and  reasonable  charges  to  other  part  B 
suppliers.  The  fee  schedule  became  effective  January  1,  1989. 

Under  the  fee  schedule,  reimbursement  is  the  lower  of  80  percent 
of  the  actual  charge  for  the  item  or  the  fee  schedule  amount. 
Within  the  fee  schedule,  there  are  five  categories  of  DME.  Each 
category  has  separate  reimbursement  principles,  although  the  prin- 
ciples for  some  categories  are  similar.  The  five  categories  are  as  fol- 
lows: (1)  inexpensive  or  other  routinely  purchased  durable  medical 
equipment,  which  is  defined  as  equipment  costing  less  than  $150  or 
which  is  purchased  at  least  75  percent  of  the  time;  (2)  items  requir- 
ing frequent  and  substantial  servicing;  (3)  customized  items,  which 
is  defined  as  equipment  constructed  or  modified  substantially  to 
meet  the  needs  of  an  individual  patient;  (4)  other  items  of  durable 
medical  equipment  (frequently  referred  to  as  the  ' 'capped  rental" 
category);  and  (5)  oxygen  and  oxygen  equipment. 

In  addition  to  these  five  categories,  prosthetics  and  orthotics 
were  also  included  in  the  DME  fee  schedule  prior  to  the  enactment 
of  the  Omnibus  Budget  Reconciliation  Act  of  1990.  Section 
1861(s)(9)  of  the  Social  Security  Act  defines  prosthetics  and  ortho- 
tics as  "leg,  arm,  back  and  neck  braces,  and  artificial  legs,  arms 
and  eyes."  As  with  DME,  this  definition  is  not  inclusive. 


1  Section  1861(m)(5)  of  the  Social  Security  Act. 
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OBRA  1990  established  reimbursement  principles  for  prosthetics 
and  orthotics  under  a  separate  section  of  law.  Although  a  new  sec- 
tion of  law  was  created  for  prosthetics  and  orthotics,  the  reim- 
bursement principles  established  remained  identical  to  those  under 
the  DME  fee  schedule,  except  that  prosthetics  and  orthotics  were 
exempted  from  the  DME  reimbursement  changes  made  in  OBRA 
1990.  (The  following  discussion  of  DME  reimbursement  principles 
includes  prosthetics  and  orthotics.) 

Table  13  shows  total  Medicare  allowed  payment  amounts  for 
DME  in  calendar  year  1990. 

TABLE  13.— ALLOWED  AMOUNTS  FOR  SELECTED  DURABLE  MEDICAL  EQUIPMENT  (DME) 

CALENDAR  YEAR  1990 


Allowed 

Category  amounts 

[millions] 


Capped  rental 1   $445 

Customized  items 2   5 

Oxygen 3   587 

Prosthetics/orthotics 4   432 

Inexpensive/routinely  purchased 5   139 

Items  requiring  frequent  maintenance 6   101 

Other 7   363 

Total   2,072 


1  Items  of  DME  on  a  monthly  rental  basis  not  to  exceed  a  period  of  continuous  use  of  15  months. 

2  Items  unsuitable  for  grouping  together  for  profiling  due  to  unique  nature  (custom  fabrication,  etc.). 
Payment  based  on  individual  adjudication.  Amount  is  incomplete  because  it  only  represents  HCPCS  El 220.  Other 
items  are  not  coded  in  HCPCS. 

3  Oxygen  and  oxygen  equipment  paid  based  on  a  monthly  rate  per  beneficiary.  Payment  not  made  for 
purchased  equipment  except  where  installment  payments  continue. 

4  These  items  include  other  prosthetic  and  orthotic  devices  (except  for  items  included  in  the  categories 
"Customized  Items"  and  "Items  Requiring  Frequent  Maintenance,'  transcutaneous  electrical  nerve  stimulators, 
parenteral/enteral  nutritional  supplies  and  equipment,  and  intraocular  lenses).  Devices  in  this  category  paid  on 
lump  sum  purchase  basis. 

5  Inexpensive  defined  as  equipment  for  which  the  purchase  price  does  not  exceed  $150.  Routinely  Purchased 
defined  as  equipment  that  is  acquired  75  percent  of  the  time  by  purchase. 

6  Paid  on  a  rental  basis  until  medical  necessity  ends. 

7  This  category  includes  medical  and  surgical  supplies,  additional  ostomy  supplies,  enteral  formulae  and 
enteral  medical  supplies,  orthotic  devices,  and  vision  services  which  were  reported  using  procedure  codes  (e.g., 
temporary  codes  and  local  codes)  not  included  on  the  list  of  codes  for  categories  1-6  (above)  provided  by  the 
Health  Care  Financing  Administration  (HCFA),  Bureau  of  Policy  Development. 

Source:  Health  Care  Financing  Administration  (HCFA),  Bureau  of  Data  Management  and  Strategy.  Data  from 
the  part  B  Medicare  Annual  Data  System.  Codes  for  the  categories  above  provided  by  HCFA,  Bureau  of  Policy 
Development. 
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Medicare  law  specifies  detailed  reimbursement  principles  for 
DME.2  Chart  1  gives  examples  of  each  category  of  equipment, 
shows  the  key  components  of  the  fee  schedule,  and  describes  how 
these  components  affect  each  category  of  equipment.  The  following 
discussion  provides  more  explanation  about  these  components. 

Fee  schedule  basis 

The  basis  for  determining  the  fee  schedule  is  established  in  law 
for  each  type  of  equipment.  For  items  requiring  frequent  and  sub- 
stantial servicing,  prosthetics  and  orthotics,  and  oxygen  and 
oxygen  equipment,  the  average  Medicare  reasonable  charge  is  the 
basis  from  which  fee  schedules  payments  are  calculated.  Under 
reasonable  charge  reimbursement,  payment  is  set  at  the  lowest  of 
the  actual  charge,  the  customary  charge,  the  prevailing  charge  in 
the  locality,  or  the  inflation  indexed  charge  (IIC)  for  that  item. 

Other  reimbursement  mechanisms  are  specified  for  categories  of 
equipment  not  subject  to  the  reasonable  charge  criteria.  The  basis 
of  payment  for  items  requiring  frequent  and  substantial  servicing 
is  the  average  charge.  For  customized  items,  carriers  are  permitted 
to  determine  the  appropriate  payment  amount  without  regard  to 
average  or  reasonable  charges. 

The  fee  schedule  basis  for  "capped  rental"  equipment  is  more 
complicated  than  for  other  categories.  Originally,  the  basis  for  de- 
termining fee  schedule  payments  for  capped  rental  equipment  was 
the  average  of  submitted  purchase  prices  on  assigned  claims  during 
the  base  period.3  OBRA  1990  altered  this  provision  by  setting  the 
basis  equal  to  the  average  of  the  purchase  prices  submitted  for  as- 
signed claims  submitted  during  the  base  time  period,  increased  by 
the  update  factor,  minus  the  percentage  by  which  the  average  of 
the  reasonable  charges  for  submitted  claims  is  lower  than  the  aver- 
age of  purchase  prices  submitted  for  items  during  the  last  9 
months  of  1988. 

Implementation  of  this  provision  was  originally  slated  for  Janu- 
ary 1,  1991,  but  was  delayed  until  June  1991  because  of  questions 
about  the  validity  of  claims  data.  Payment  limits  were  implement- 
ed retroactively  to  May  1,  1991.  This  provision  was  included  in 
OBRA  1990  because  of  Congressional  concerns  that  the  fee  sched- 
ule basis  for  capped  rental  items  was  too  high  and  thus  resulted  in 
excessive  Medicare  payments  for  these  items. 

Base  time  period 

Current  law  specifies  the  time  period  used  to  calculate  the  basis 
of  the  fee  schedule  for  each  category  of  equipment.  The  most 
common  base  period  is  from  July  1,  1986  to  June  30,  1987,  updated 
by  the  Consumer  Price  Index  for  Urban  consumers  (CPI-U)  to  De- 
cember 1987. 


2  The  DME  fee  schedule  is  contained  in  section  1834(a)  of  the  Social  Security  Act;  reimburse- 
ment principles  for  prosthetics  and  orthotics  are  specified  in  section  1834(h). 

3  In  the  case  of  assigned  claims,  the  supplier  agrees  to  accept  80  percent  of  the  Medicare  fee 
schedule  payment  as  payment  in  full.  The  beneficiary  is  liable  for  20  percent  coinsurance,  but 
not  for  any  amount  by  which  the  supplier's  charge  exceeds  the  fee  schedule  amount. 
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Rental  or  purchase 

Some  categories  of  DME  may  only  be  rented,  some  may  only  be 
purchased,  and  some  may  be  either  rented  or  purchased.  Inexpen- 
sive or  routinely  purchased  DME  may  be  rented  or  purchased. 
Items  requiring  frequent  and  substantial  servicing  must  be  rented 
because  they  need  regular  maintenance  to  function  properly  and 
avoid  risk  to  beneficiaries'  health.  Customized  items  may  only  be 
purchased  because  they  are  specifically  fitted  for  an  individual  and 
cannot  be  used  by  anyone  else.  Since  oxygen  is  a  consumable  item, 
it  can  not  be  rented.  Medicare  does  not  reimburse  for  purchase  of 
oxygen  equipment;  rental  for  equipment  is  included  in  the  monthly 
payment  for  oxygen. 

Other  items  of  DME  are  rented  with  an  option  to  purchase  at  dif- 
ferent times,  depending  on  the  equipment.  For  power-driven  wheel- 
chairs, beneficiaries  are  given  the  option  to  purchase  in  the  first 
month  of  rental.  If  beneficiaries  exercise  the  option  to  purchase 
power-driven  wheelchairs,  payment  for  purchase  is  made  on  a 
lump-sum  basis.  For  other  items  in  this  category,  beneficiaries  are 
given  the  option  to  purchase  in  the  tenth  month  of  continuous 
rental.  If  beneficiaries  opt  to  purchase,  title  is  transferred  to  them 
after  the  thirteenth  month  of  continuous  rental.4  For  all  items  in 
this  category  of  DME,  reimbursement  for  rental  is  limited  to  15 
continuous  months. 

Regional  or  national  limits  on  payment 

Currently,  most  categories  of  DME  will  be  subject  to  national 
limits  on  payments  in  1993.  The  national  limits  replace  regional 
limits  enacted  in  OBRA  1987.  These  limits  are  being  phased-in  over 
a  3-year  period  which  began  in  1991.  During  the  phase-in  period, 
fee  schedule  payments  are  made  partially  on  the  basis  of  local  pay- 
ment amounts  and  partially  on  the  basis  of  national  payments.  In 
1991,  local  payments  accounted  for  67  percent  and  national  pay- 
ment amounts  constituted  33  percent  of  the  fee  schedule  payment. 
In  1992,  local  payments  account  for  33  percent  and  national  pay- 
ments for  67  percent  of  the  fee  schedule  amount.  In  1993,  the  fee 
schedule  payment  will  equal  the  national  payment  amount. 

Customized  items  and  prosthetics  and  orthotics  are  not  subject  to 
these  limits.  Customized  items  are  not  subject  to  any  payment 
limits,  while  prosthetics  and  orthotics  are  subject  to  regional  pay- 
ment limits,  beginning  in  1992,  and  fully  implemented  in  1994. 

Payment  floors  and  ceilings 

The  national  limits  on  payments  contain  upper  and  lower  limits 
(referred  to  as  ceilings  and  floors)  on  payments.  The  ceiling  is  equal 
to  100  percent  of  the  weighted  average  of  local  payment  amounts 
and  the  floor  is  equal  to  85  percent  of  the  weighted  average  of  local 
payment  amounts.  These  limits  took  effect  in  1991. 

The  floors  and  ceilings  applied  to  the  regional  payment  limits  for 
prosthetics  and  orthotics  vary  somewhat  from  those  used  for  na- 
tional payment  limits.  The  limits  did  not  take  effect  until  1992.  In 


4  The  same  cycle  of  payments  for  maintenance  and  servicing  applies  to  both  rented  and  pur- 
chased equipment  in  this  category. 
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1992,  the  floor  for  prosthetics  and  orthotics  is  the  same — 85  percent 
of  the  weighted  average  of  the  local  payment  amount,  but  the  ceil- 
ing is  higher — 125  percent  of  the  weighted  average.  In  addition,  the 
limits  differ  in  1993  and  subsequent  years,  when  they  are  set  at  90 
and  120  percent  of  the  weighted  average  of  local  payment  amounts. 

Update  to  the  fee  schedule 

The  1992  fee  schedule  update  for  most  categories  of  DME  was  the 
CPI-U  minus  1  percentage  point,  or  3.7  percent.  The  update  is  ap- 
plied to  fee  schedule  payments  set  during  the  base  period,  rather 
than  to  more  current  charge  data. 

The  1992  payment  update  for  prosthetics  and  orthotics  is  the 
CPI-U  or  4.7  percent.  Prosthetics  and  orthotics  did  not  receive  an 
update  in  1991,  and  one  piece  of  prosthetic  and  orthotic  equipment, 
a  transcutaneous  electrical  nerve  stimulator  (TENS),  was  subject  to 
a  15-percent  reduction  in  fee  schedule  payments  from  April  1,  1990, 
through  December  30,  1990.  TENS  devices  were  subjected  to  an  ad- 
ditional 15  percent  reduction  in  1991. 

Other  provisions 

Useful  lifetime  for  rental  items. — As  enacted  in  OBRA  1987,  pay- 
ment for  categories  of  equipment  that  could  only  be  rented  was 
made  on  a  monthly  basis.  In  the  case  of  items  requiring  frequent 
and  substantial  servicing,  monthly  rental  payments  continued  as 
long  as  the  equipment  was  needed.  In  the  case  of  capped  rental 
items,  monthly  payments  were  made  for  15  months,  after  which 
one  payment  was  made  every  subsequent  6  months  for  mainte- 
nance and  servicing  of  the  item.  In  both  cases,  no  provision  was 
made  for  replacement  of  the  item. 

OBRA  1990  permitted  the  Secretary  to  establish  a  useful  lifetime 
for  these  types  of  equipment,  and  to  establish  a  new  cycle  of 
monthly  payments  for  capped  rental  items.  A  useful  lifetime  of  5 
years  was  established,  unless  the  Secretary  determines  that  5  years 
is  not  appropriate  for  an  individual  item.  In  that  case,  the  Secre- 
tary is  to  establish  an  alternative  reasonable  lifetime.  When  the 
reasonable  lifetime  has  been  reached,  or  the  carrier  determines 
that  an  item  is  lost  or  irreparably  damaged,  the  item  is  replaced. 

Limitation  on  payment  amounts  for  capped  rental  items. — Prior 
to  OBRA  1990,  monthly  payments  for  capped  rental  items  were 
made  for  a  15-month  period,  with  total  payments  for  an  item  limit- 
ed to  150  percent  of  the  purchase  price.  Each  monthly  payment 
was  equal  to  10  percent  of  the  purchase  price.  OBRA  1990  limited 
monthly  rental  payments  for  these  items  to  120  percent  of  the  pur- 
chase price,  with  monthly  payments  equal  to  10  percent  of  the  pur- 
chase price  for  the  first  3  months,  and  7.5  percent  of  the  purchase 
price  for  the  next  12  months. 

ADMINISTRATION  OF  THE  FEE  SCHEDULE 

Localities 

Localities  are  geographic  areas  used  to  determine  payment 
boundaries.  In  cases  where  weighted  average  local  payment 
amounts  are  used  to  determine  fee  schedule  payments,  all  claims 
paid  in  a  locality  are  used  to  calculate  the  weighted  average.  When 
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the  fee  schedule  was  implemented  on  January  1,  1989,  the  Secre- 
tary established  55  localities.5 

Overused  items 

OBRA  1990  required  the  Secretary  to  develop  a  list  of  DME 
items  frequently  subject  to  unnecessary  utilization;  the  list  must 
include  seat-lift  mechanisms;  transcutaneous  electrical  nerve  stim- 
ulators (TENS);  and  motorized  scooters.  Carriers  are  directed  to  de- 
termine, in  advance,  whether  payment  will  be  made  for  items  on 
the  Secretary's  list.  Thus,  DME  suppliers  must  obtain  carriers'  ap- 
proval before  providing  items  on  the  list  to  Medicare  beneficiaries. 

Certificates  of  medical  necessity 

All  DME  must  be  prescribed  by  a  physician  in  order  to  be  reim- 
bursed by  Medicare.  Instead  of  a  physician's  prescription,  carriers 
may  require  completion  of  a  certificate  of  medical  necessity  (CMN) 
to  document  that  an  item  is  reasonable  and  medically  necessary. 
OBRA  1990  prohibited  DME  suppliers  from  distributing  completed 
or  partially  completed  CMNs  and  established  penalties  for  suppli- 
ers who  knowingly  and  willfully  distribute  forms  in  violation  of  the 
prohibition. 

The  purpose  of  this  provision  was  to  prohibit  DME  suppliers 
from  directly  marketing  DME  items  to  Medicare  beneficiaries  by 
providing  them  with  completed  CMNs  for  them  to  submit  to  their 
physicians.  Requiring  physicians  to  complete  CMNs  will  also  en- 
courage them  to  take  a  more  active  role  in  considering  their  pa- 
tients' needs  for  DME,  while  simultaneously  reducing  DME  suppli- 
ers' ability  to  influence  DME  acquisition. 

This  provision  was  to  be  implemented  January  1,  1991,  but  was 
not  implemented  until  December  1991  because  of  administrative 
difficulties. 

Inherent  reasonableness 

The  Secretary  is  permitted  to  increase  or  decrease  Medicare  pay- 
ments in  cases  where  the  payment  amount  is  "*  *  *  grossly  exces- 
sive or  grossly  deficient  and  not  inherently  reasonable."  The  Secre- 
tary's authority  to  make  these  payment  adjustments  is  generally 
referred  to  as  inherent  reasonableness  authority. 

In  order  to  make  a  payment  adjustment,  the  Secretary  must 
demonstrate  that  the  payment  meets  several  criteria  of  inherent 
reasonableness  specified  by  law.  In  addition,  the  Secretary  must 
publish  a  notice  in  the  Federal  Register  outlining  his  proposal  to 
reduce  or  increase  payment  amounts,  the  proposed  methodology  for 
adjusting  the  payment  amount,  and  the  potential  impact  of  the 
payment  adjustment.  The  Secretary  is  also  required  to  provide  a 
60-day  public  comment  period  and  to  publish  a  final  determination 
in  the  Federal  Register.  The  final  determination  must  include  an 
explanation  of  the  factors  and  data  the  Secretary  took  into  consid- 
eration in  making  the  determination. 

According  to  HCFA,  the  Secretary  rarely  uses  inherent  reason- 
ableness authority  because  the  requirements  are  too  stringent  and 


5  In  contrast,  240  localities  are  currently  used  in  establishing  physician  payment  rates. 
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the  notice  requirements  too  burdensome  to  permit  easy  imposition 
of  inherent  reasonableness  adjustments.  Moreover,  the  Secretary 
was  prohibited,  by  law,  from  making  inherent  reasonableness  ad- 
justments to  the  DME  fee  schedule  prior  to  January  1,  1991. 

Through  regulation,  the  Secretary  has  delegated  authority  to  car- 
riers to  make  inherent  reasonableness  adjustments  in  localities  for 
nonphysician  services.6  Carriers  must  meet  the  same  criteria  of  in- 
herent reasonableness  as  the  Secretary,  but  the  notice  require- 
ments imposed  on  them  are  less  stringent.  They  must  inform  af- 
fected suppliers  of  the  factors  considered  in  making  inherent  rea- 
sonableness adjustments,  evaluate  any  comments  received,  and 
inform  affected  suppliers  of  final  limits  imposed.  Limits  are  effec- 
tive 30  days  after  the  date  of  the  carrier's  notification.  They  are 
not  required  to  publish  notices  in  the  Federal  Register,  or  provide 
for  a  formal  comment  period.  In  HCFA's  view,  the  less  onerous 
notice  requirements  should  make  it  easier  for  carriers  to  make  in- 
herent reasonableness  adjustments  on  a  locality-by-locality  basis. 

PROPOSED  RULE 

On  November  6,  1991,  the  Health  Care  Financing  Administration 
issued  a  proposed  rule  (Federal  Register,  Vol.  56,  No  215,  p.  55612) 
regarding  DME  claims  payments.  HCFA  proposed  the  rule  in  re- 
sponse to  allegations  of  abusive  billing  practices  by  some  Medicare 
DME  suppliers.  The  proposed  rule  would  designate  four  regional 
carriers  to  process  all  Medicare  claims  for  DME  and  prosthetics 
and  orthotics,  premised  on  the  assumption  that  reducing  the 
number  of  carriers  processing  these  claims  would  enable  the  four 
carriers  to  acquire  more  expertise  with  these  payment  issues. 

The  proposed  rule  would  also  require  that  claims  be  filed  by  the 
carrier  in  the  geographic  locality  in  which  the  beneficiary  resides. 
Suppliers  can  currently  file  claims  in  localities  with  high  fee  sched- 
ule payments.  This  proposal  is  intended  to  prohibit  suppliers  from 
filing  claims  in  those  carrier  areas  which  have  higher  payment 
rates. 

The  rule  also  proposes  to  establish  minimum  standards  that  sup- 
pliers must  meet  before  a  Medicare  billing  number  would  be  issued 
to  them.  HCFA  proposed  these  standards  because  of  the  prolifera- 
tion of  companies  which  "buy"  Medicare  claims  from  suppliers  and 
then  inflate  the  claims  in  order  to  reap  a  profit.  Suppliers  would  be 
required  also  to  supply  information  as  to  the  identities  of  the  per- 
sons with  ownership  or  control  interests. 

Medicare  Payments  for  Services  in  Hospital  Outpatient 

Departments 

Medicare  outpatient  hospital  services  are  reimbursed  under  Med- 
icare part  B.  Services  provided  in  outpatient  hospital  settings  and 
included  in  expenditure  data  for  this  service  setting  are:  emergency 
room  services,  clinic,  laboratory,  radiology,  pharmacy,  physical 
therapy,  ambulance,  operating  room  services,  end  stage  renal  dis- 
ease services,  durable  medical  equipment,  and  other  services  such 
as  computer  axial  tomography  and  blood.  Services  rendered  by  phy- 
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sicians  in  outpatient  hospital  settings  are  not  included  in  these  ex- 
penditure data. 

Prior  to  1983,  hospital  outpatient  services,  excluding  physicians' 
services,  were  paid  for  on  a  reasonable  cost  basis.  Some  services, 
such  as  emergency  services,  are  still  reimbursed  on  a  reasonable 
cost  basis.  However,  Congress  has  enacted  a  number  of  provisions 
that  have  altered  the  ways  hospital  outpatient  departments  are 
paid  for  their  services  and  placed  limits  on  others.  For  example, 
outpatient  dialysis  services  are  paid  on  the  basis  of  a  fixed  compos- 
ite rate;  clinical  laboratory  services  are  paid  on  the  basis  of  a  fee 
schedule;  x-ray  services  are  subject  to  a  limit  on  payments;  and  am- 
bulatory surgical  facility  fees  for  surgeries  performed  in  hospital 
outpatient  departments  are  based  on  a  weighted  average  of  the 
hospital's  costs  and  the  prevailing  fee  that  would  be  paid  to  a  free- 
standing ambulatory  surgical  facility  in  the  area. 

Payments  for  services  delivered  in  outpatient  hospitals  were  $7.2 
billion  in  calendar  year  1989.  Payments  to  outpatient  hospitals  con- 
stituted approximately  20  percent  of  all  Medicare  part  B  payments 
in  1989  and  about  8  percent  of  total  Medicare  payments  (parts  A 
and  B).  Table  14  provides  information  on  the  number  of  part  B  en- 
rollees,  covered  charges,  aggregate  reimbursements  and  reimburse- 
ments per  enrollee  for  hospital  outpatient  services  from  1974  to 
1989.  Table  15  shows  the  percent  distribution  of  Medicare  hospital 
outpatient  charges,  by  type  of  service  for  1989. 

TABLE  14.— MEDICARE  HOSPITAL  OUTPATIENT  CHARGES  AND  REIMBURSEMENT  BY  TYPE 
OF  ENROLLMENT  AND  YEAR  SERVICE  INCURRED:  SELECTED  CALENDAR  YEARS  1974-89 


Type  of  enrollment  and  year 
service 


Number  of 

SMI 1 
enrollees  in 
thousands 


Covered 
charges  in 
thousands 


Reimbursements 


Amount  in 
thousands 


Per  enrollee 


Percent  of 
charges 


All  beneficiaries: 

1974   23,167    $535,296  $323,383 

1976   24,614     974,708  630,323 

1978   26,074  1,384,067  923,658 

1980   27,400  2,076,396  1,441,986 

1982   28,412  3,164,530  2,203,260 

1984   29,416  5,129,210  3,387,146 

1986   30,590  8,115,976  4,881,605 

1987   31,170  9,623,763  5,600,094 

1988   31,617  11,833,919  6,371,704 

1989   32,099  14,195,252  7,160,586 

Average  annual  rate  of  growth 

1974-88   2.2        24.4        22.9  20.3 

1974-84   2.4        25.4        26.5  23.4 

1984-89   1.8        22.6        16.2  14.2 

Aged: 

1974   21,422    $394,680  $220,742  $10 

1976   22,446     704,569     432,971  19 

1978   23,531   1,005,457     648,294  28 


$14 

60.4 

26 

64.7 

35 

66.7 

52 

69.4 

78 

69.6 

115 

66.0 

160 

60.1 

180 

58.2 

201 

53.8 

223 

50.4 

-1.9 
0.9 
-5.2 

55.9 
61.5 
64.5 
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TABLE  14— MEDICARE  HOSPITAL  OUTPATIENT  CHARGES  AND  REIMBURSEMENT  BY  TYPE 
OF  ENROLLMENT  AND  YEAR  SERVICE  INCURRED:  SELECTED  CALENDAR  YEARS  1974- 
89— Continued 


Type  of  enrollment  and  year  SMI  1  pSnSTiii 


Number  of       Covered  Reimbursements 


service  enrollees  in      thousands      Amount  in     Per  enrollee     Percent  of 

thousands      tnousanas      thousands     rer  enroiiee  charges 


1980   24,680   1,517,183  1,030,896  42  69.9 

1982   25,707  2,402,462  1,645,064  64  68.5 

1984   26,764  4,122,859  2,679,571  100  65.0 

1986   27,063   6,529,273  3,809,992  137  58.4 

1987   28,382  7,859,038  4,436,787  156  56.5 

1988   28,780  9,790,273  5,098,546  177  52.1 

1989   29,216  11,855,127  5,767,589  197  48.6 

Average  annual  rate  of  growth 


1974-87   2.1  25.5  24.3  22.0  -0.9 

1974-84   2.3  26.4  28.4  25.9  1.5 

1984-87   1.8  23.5  16.6  14.5  -5.6 

Disabled: 

1974   1,745  $140,617  $102,641  57  70.8 

1976   2,168  270,139  197,352  91  73.1 

1978   2,543  378,600  275,409  108  72.7 

1980   2,719  559,213  411,090  152  73.5 

1982   2,705  762,068  558,195  206  73.2 

1984   2,651  1,006,351  707,575  267  70.3 

1986   2,727  1,586,703  1,071,613  393  67.5 

1987   2,788  1,764,726  1,163,307  417  65.9 

1988   2,837  2,043,646  1,273,158  449   .  62.3 

1989   2,883  2,340,124  1,392,897  483  59.5 

Average  annual  rate  of  growth 


1974-89   3.4        20.6        19.0        15.3  -1.7 

1974-84   4.3        21.8        21.3        16.7  -0.1 

1984-89   1.7         18.4        14.5        12.6  -3.3 


1  1974  is  the  first  full  year  of  coverage  for  disabled  beneficiaries  under  Medicare. 

Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy:  Data  from  the 
Medicare  Decision  Support  System;  Data  developed  by  the  Office  of  Research  and  Demonstrations. 

From  1980  to  1989,  hospital  outpatient  reimbursements  grew  16.5 
percent  a  year.7  By  comparison,  part  B  expenditures,  excluding 
outpatient  hospitals,  grew  an  average  of  15  percent  from  1980  to 
1989,  and  part  A  payments  averaged  increases  of  10.2  percent 
during  the  same  time  period. 


7  Data  used  in  this  paragraph  are  not  the  same  as  those  used  in  table  14.  These  data  are  cal- 
endar year  benefits  payment  data  obtained  from  the  Office  of  the  Actuary  at  HCFA. 
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TABLE  15.— PERCENT  DISTRIBUTION  OF  HOSPITAL  OUTPATIENT  CHARGES  UNDER 
MEDICARE,  BY  TYPE  OF  SERVICE,  1989 


Percent  of 
charges 


Radiology   23.3 

End  stage  renal  disease   13.1 

Laboratory  :   11.3 

Operating  room   11.1 

Pharmacy   5.6 

Emergency  room   3.9 

Clinic   2.5 

Physical  therapy   2.4 

Ambulance   1.1 

Allother   25.7 


Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy:  Data  from  the 
Medicare  Statistical  System  (unpublished). 

Recent  legislative  changes 

Capital — OBRA  1989  reduced  payments  for  capital  costs  for  out- 
patient services  paid  on  a  reasonable  cost  basis  or  a  blend  of  rea- 
sonable costs  and  charges  by  15  percent  for  portions  of  cost-report- 
ing periods  beginning  in  fiscal  year  1990.  This  reduction  also  ap- 
plied to  capital  related  to  services  reimbursed  on  a  blended 
amount;  these  services  include  radiology,  diagnostic  procedures  and 
outpatient  surgery.  However,  in  the  case  of  blends  or  limits  based 
on  blends,  the  reduction  applied  only  to  the  cost  portion  of  the 
blended  amount.  Outpatient  capital  costs  of  sole  community  hospi- 
tals were  exempt  from  this  reduction. 

OBRA  1990  reduced  reimbursement  for  capital  costs  for  outpa- 
tient hospital  services  and  the  cost  portion  of  outpatient  hospital 
services  paid  on  the  basis  of  a  blended  amount  for  payments  attrib- 
utable to  portions  of  cost-reporting  periods  occurring  during  fiscal 
year  1991  by  15  percent.  These  payments  will  be  reduced  by  10  per- 
cent for  portions  of  cost-reporting  periods  occurring  during  fiscal 
years  1992,  1993,  1994,  and  1995.  Sole  community  hospitals  and 
rural  primary  care  hospitals  are  exempt  from  these  reductions. 

Services  paid  on  a  cost-related  basis. — OBRA  1990  also  reduced 
payment  for  services  paid  on  a  cost-related  basis,  other  than  capital 
costs,  by  5.8  percent  of  the  recognized  costs  for  payments  attributa- 
ble to  cost-reporting  periods  occurring  during  fiscal  years  1991, 
1992,  1993,  1994,  and  1995.  The  reduction  is  also  applied  to  cost  por- 
tions of  blended  payment  limits  for  ambulatory  surgery  and  radiol- 
ogy services.  Sole  community  hospitals  and  rural  primary  care  hos- 
pitals are  exempt  from  the  reduction. 

Prospective  payment  proposal — OBRA  1990  also  directed  the  Sec- 
retary to  develop  a  proposal  to  replace  the  current  payment  system 
for  hospital  outpatient  services  with  a  prospective  payment  system. 
The  Secretary  is  to  consider  the  following  factors  in  developing  the 
proposal:  (1)  the  need  to  provide  for  appropriate  limits  on  increases 
in  Medicare  expenditures;  (2)  the  need  to  adjust  prospectively  de- 
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termined  rates  to  account  for  changes  in  a  hospital's  outpatient 
case  mix;  (3)  providing  hospitals  with  incentives  to  control  the  costs 
of  providing  outpatient  services;  (4)  the  feasibility  and  appropriate- 
ness of  including  payment  for  outpatient  services  not  currently 
paid  on  a  cost-related  basis  under  Medicare  (including  clinical  diag- 
nostic laboratory  tests  and  dialysis  services)  in  the  system;  (5)  the 
need  to  increase  payments  to  hospitals  that  treat  a  disproportion- 
ate share  of  low-income  patients;  teaching  hospitals;  and  hospitals 
located  in  geographic  areas  with  high  wages  and  wage-related 
costs;  (6)  the  feasibility  and  appropriateness  of  bundling  services 
into  larger  units,  such  as  episodes  or  visits,  in  establishing  the 
basic  unit  for  making  payments  under  the  system;  and  (7)  the  feasi- 
bility and  appropriateness  of  varying  payments  on  the  basis  of 
whether  services  are  provided  in  a  freestanding  or  hospital-based 
facility. 

The  law  also  required  the  Administrator  of  Health  Care  Financ- 
ing Administration  to  submit  research  findings  regarding  prospec- 
tive payments  for  hospital  outpatient  services  to  specified  commit- 
tees of  Congress  by  January  1,  1991.  The  Secretary  was  directed  to 
submit  his  proposal  to  Congress  by  September  1,  1991.  As  of  April 
1992,  that  report  had  not  been  submitted  to  Congress.  The  Prospec- 
tive Payment  Assessment  Commission  (ProPAC)  was  to  submit  its 
analysis  and  comments  on  the  proposal  by  March  1,  1992.  ProPAC 
recommended  implementation  of  a  prospective  payment  system  for 
all  providers  of  outpatient  services,  including  hospitals,  physicians' 
office-based  services,  and  freestanding  ambulatory  surgical  centers. 
The  Commission  also  recommended  adjusting  the  payment  rate  to 
reflect  justifiable  cost  differences  such  as  wages  and  case  mix. 

Eye  and  eye  and  ear  specialty  hospitals. — OBRA  1990  also 
changed  the  reimbursement  blend  for  ambulatory  surgery  services 
provided  in  eye,  and  eye  and  ear  specialty  hospitals  meeting  speci- 
fied conditions.  Prior  to  OBRA  1990,  payment  for  these  services 
was  based  on  a  blend  that  consists  of  75  percent  of  the  hospital's 
costs  and  25  percent  of  the  applicable  freestanding  ambulatory  sur- 
gical center  rate.  However,  the  blend  was  scheduled  to  change  to 
50/50  for  cost-reporting  periods  beginning  after  fiscal  year  1990. 
OBRA  1990  extended  use  of  the  75/25  blend  to  services  provided  in 
cost-reporting  years  beginning  before  January  1,  1995. 

Utilization  and  Quality  Control  Peer  Review  Program 

The  Medicare  utilization  and  quality  control  peer  review  organi- 
zation program  was  established  by  Congress  under  the  Tax  Equity 
and  Fiscal  Responsibility  Act  of  1982  (TEFRA,  P.L.  97-35).  Building 
on  the  former  professional  standards  review  organizations,  the  new 
peer  review  organizations  (PROs)  were  charged  by  the  1982  law 
with  reviewing  services  furnished  to  Medicare  beneficiaries  to  de- 
termine if  the  services  met  professionally  recognized  standards  of 
care  and  were  medically  necessary  and  delivered  in  the  most  ap- 
propriate setting.  Major  changes  were  made  to  the  PRO  program 
by  the  Social  Security  Act  Amendments  of  1983  (P.L.  98-21)  and 
subsequent  budget  reconciliation  acts.  Most  PRO  review  is  focused 
on  inpatient  hospital  care.  However,  there  is  limited  PRO  review  of 
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ambulatory  surgery,  postacute  care,  and  services  received  from 
Medicare  HMOs. 

There  are  currently  53  PRO  areas,  incorporating  the  50  States, 
Puerto  Rico,  and  the  territories.  Organizations  eligible  to  become 
PROs  include  physician-sponsored  and  physician-access  organiza- 
tions. In  limited  circumstances,  Medicare  fiscal  intermediaries  may 
also  be  eligible.  Physician-sponsored  organizations  are  composed  of 
a  substantial  number  of  licensed  physicians  practicing  in  the  PRO 
review  area  (e.g.,  a  medical  society);  physician  access  organizations 
are  those  which  have  available  to  them  sufficient  numbers  of  li- 
censed physicians  so  that  adequate  review  of  medical  services  can 
be  assured.  Such  organizations  obtain  PRO  contracts  from  the  Sec- 
retary of  HHS,  through  a  competitive  proposal  process.  Each  orga- 
nization's proposal  is  evaluated  by  HCFA  for  technical- merit  using 
specific  criteria  that  are  quantitatively  valued.  Priority  is  given  to 
physician-sponsored  organizations  in  the  evaluation  process.  In 
1992,  the  PROs  are  working  under  extensions  of  the  third  round  of 
contracts. 

In  general,  each  PRO  has  a  medical  director  and  a  staff  of  nurse 
reviewers  (usually  registered  nurses),  data  technicians,  and  other 
support  staff.  In  addition,  each  PRO  has  a  board  of  directors,  com- 
prised of  physicians  and,  generally,  representatives  from  the  State 
medical  society,  hospital  association,  and  State  medical  specialty 
societies.  OBRA  1986  (P.L.  99-509)  requires  each  board  to  have  a 
consumer  representative.  Because  the  board  is  usually  consulted 
before  a  case  is  referred  by  the  PRO  to  the  HHS  inspector  general 
for  sanction,  it  assumes  a  major  role  in  the  PRO  review  process. 
Each  PRO  also  has  physician  advisors  who  are  consulted  on  cases 
in  which  there  is  a  question  regarding  the  nurse  reviewer's  refer- 
ral. Only  physician  advisors  can  make  initial  determinations  about 
services  furnished  or  proposed  to  be  furnished  by  another  physi- 
cian. 

PROs  are  paid  by  Medicare  on  a  cost  basis  for  their  review  work. 
Spending  for  the  PROs  in  fiscal  year  1991  totaled  $277  million. 
Funds  for  the  PRO  program  are  apportioned  each  year  from  the 
Medicare  HI  and  SMI  trust  funds  in  an  amount  that  is  supposed  to 
be  sufficient  to  finance  PRO  program  requirements.  This  is  the 
same  manner  as  transfers  are  made  for  payment  of  Medicare  serv- 
ices provided  directly  to  beneficiaries.  Congress  and  HHS,  in  con- 
sultation with  the  Office  of  Management  and  Budget  (OMB),  deter- 
mine the  amount  to  be  apportioned  and  the  way  in  which  funds 
are  to  be  allocated  among  the  different  PRO  functions.  HCFA  is 
bound  by  law  to  follow  the  apportionments  in  the  running  of  the 
PRO  program;  as  such,  the  apportionments  determine  contract 
specifications  and  serve  as  a  device  to  control  spending. 

The  PRO  review  process  combines  both  utilization  and  quality 
review.  In  conducting  utilization  review,  the  PRO  checks  that  the 
services  provided  to  a  Medicare  patient  were  necessary,  reasonable, 
and  appropriate  to  the  setting  in  which  they  are  provided.  Al- 
though some  utilization  review  is  done  on  a  prospective  basis,  the 
bulk  of  the  reviews  are  done  retrospectively,  i.e.,  after  the  hospital- 
ization has  occurred.  When  a  PRO  determines  that  the  services 
provided  were  unnecessary  or  inappropriate  (or  both),  it  issues  a 
payment  denial  notice.  The  provider(s),  physician(s),  and  the  pa- 
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tient  are  given  an  opportunity  to  request  reconsideration  of  the  de- 
termination. 

In  general,  the  PRO  checks  for  indications  of  poor  quality  of  care 
as  it  is  conducting  utilization  review.  If  a  PRO  reviewer  detects  a 
possible  problem,  then  further  inquiry  is  made  into  the  case.  If  it  is 
determined  that  the  care  was  of  poor  quality,  the  PRO  must  take 
steps  to  correct  the  problem.  Specific  sanctions  are  required  if  the 
PRO  determines  that  the  care  was  grossly  substandard  or  if  the 
PRO  has  found  that  the  provider  or  the  physician  has  a  pattern  of 
substandard  care.  In  addition,  under  section  9403  of  COBRA  (P.L. 
99-272),  as  amended  by  P.L.  101-239,  authority  exists  for  the  PROs 
to  deny  payments  for  substandard  quality  of  care  but  this  provision 
has  not  yet  been  implemented. 

Each  of  the  contracts  between  HHS  and  the  PROs  must  contain 
certain  similar  elements  outlined  in  a  document  known  as  the 
Scope  of  Work.  Under  the  third  and  previous  scopes  of  work,  PRO 
review  was  centered  on  case-by-case  examinations  of  individual 
medical  records,  selected  primarily  on  a  sample  basis,  basically 
using  local  clinical  criteria.  This  approach  to  medical  review  has 
been  criticized  by  the  Institute  of  Medicine  and  others  as  being 
costly,  confrontational,  and  ineffective.  HCFA  is  currently  working 
on  a  new  review  strategy  to  be  incorporated  in  the  fourth  scope  of 
work.  Called  the  Health  Care  Quality  Improvement  Initiative,  it 
will  shift  the  focus  of  PROs  from  individual,  manual  case  review  to 
the  analysis  of  patterns  of  medical  care  and  outcomes  using  data 
from  the  uniform  clinical  data  set  (UCDS).  The  UCDS  will  provide 
detailed  clinical  information  on  a  10-percent  sample  of  Medicare  in- 
patient discharges.  HCFA  believes  that  this  new  approach  will  en- 
courage a  continual  improvement  of  medical  practice  in  a  way  that 
will  be  viewed  by  physicians  and  providers  as  educational  and  not 
adversarial.  HCFA  has  obtained  funding  to  implement  the  fourth 
scope  of  work  and  expects  all  of  the  PROs  to  be  operating  under  it 
by  the  end  of  1993. 

CBO  Baseline  Medicare  Projections 

The  supplementary  medical  insurance  (SMI)  baseline  is  con- 
structed following  the  Medicare  volume  performance  standard  (the 
standard)  guidelines  established  in  OBRA  1989  and  amended  in 
OBRA  1990.  The  standard  is  a  prospectively  set  target  for  growth 
in  physicians'  services.  Actual  growth  is  then  compared  to  the 
standard  and  physicians'  fees  are  adjusted  to  reflect  the  difference 
between  the  standard  and  actual  growth.  For  example,  the  1990 
standard  was  set  at  9.1  percent  for  all  physicians'  services.  The 
actual  growth  in  1990  expenditures  for  physicians'  services  was 
10.0  percent.  Therefore,  the  1992  Medicare  Economic  Index  (MEI) 
was  reduced  by  the  difference  (0.9  percent)  subject  to  a  maximum 
reduction  of  2  percentage  points. 

For  years  after  1991,  a  default  process  was  established  to  set  a 
standard  in  the  absence  of  congressional  action.  A  standard  is  cal- 
culated for  all  physicians'  services  and  for  surgical  and  nonsurgical 
services  separately.  Surgical  services  are  defined  as  surgical  serv- 
ices performed  by  surgical  specialists.  Nonsurgical  services  are  all 
other  physicians'  services  including  independent  laboratory  serv- 
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ices.  If  the  default  becomes  the  standard,  then  the  update  for  each 
category  of  physicians'  services  would  be  adjusted  by  the  difference 
between  growth  in  expenditures  and  the  standard  for  each  catego- 
ry. 

On  November  25,  1991,  HHS  announced  that  the  1992  standard 
is  6.5  percent  for  surgical  services,  11.2  percent  for  nonsurgical 
services,  and  10.0  percent  for  all  physicians'  services. 

The  default  standard  is  the  product  of  (1)  the  increase  in  fees  for 
physician  services,  (2)  the  increase  in  average  enrollment  (or  non- 
HMO  enrollees),  (3)  the  average  annual  increase  in  the  volume  and 
intensity  of  services  for  the  past  5  years,  (4)  the  percentage  in- 
crease or  decrease  caused  by  legislation  or  regulation,  and  (5)  1 
minus  the  standard  factor  stated  in  the  law.  The  standard  factor  is 
1.5  percentage  points  in  1992  and  is  2  percentage  points  in  1993 
and  thereafter.  Table  16  displays  CBO  baseline  projections  of  the 
default  standard,  the  growth  in  expenditures,  and  the  update  ad- 
justment for  all  physicians'  services  and  for  each  category  of  serv- 
ices. CBO  projects  only  an  overall  default  standard  for  1993-97  be- 
cause of  uncertainty  over  the  effects  of  implementation  of  the  phy- 
sician fee  schedule  on  the  distribution  of  spending  between  surgical 
and  nonsurgical  services. 
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Medicare  as  Secondary  Payer 

Under  current  law,  Medicare  is  a  secondary  payer  under  speci- 
fied circumstances  when  beneficiaries  are  covered  by  other  third- 
party  payers.  Medicare  is  secondary  payer  to  workers'  compensa- 
tion, automobile,  medical,  no-fault,  and  liability  insurance. 

Medicare  is  also  secondary  payer  to  certain  employer  health 
plans  covering  aged  and  disabled  beneficiaries  and  for  end  stage 
renal  disease  (ESRD)  beneficiaries  during  the  first  18  months  of  a 
beneficiary's  entitlement  to  Medicare  on  the  basis  of  ESRD. 

Table  18  shows  savings  attributable  to  these  Medicare  secondary 
payer  provisions.  In  fiscal  year  1985,  combined  Medicare  part  A 
and  part  B  savings  were  $750  million.  By  fiscal  year  1991,  the  total 
savings  equaled  $2.6  billion. 
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TABLE  18.— MEDICARE  SAVINGS  ATTRIBUTABLE  TO  SECONDARY  PAYER  PROVISIONS  BY 

TYPE  OF  CIRCUMSTANCE 

[In  millions,  by  fiscal  year] 


compensa-     Wo^Lng        ESRD      Automobile     Disability  Total 


1985:  1 


Part  A  

(MOO  A 

$132.4 

ff>0  1  0  1 

$318.1 

0 

<M  CC  ~I 

$156.7 

0 

$607.2 

Dirt  D 

ran  b  

1  Q  Q 

lo.o 

1  1  fi  Q 
11U.0 

A 

u 

1  Q  C 
lO.D 

A 

u 

1  /IQ  9 

14o.Z 

Total  

151.2 

428.9 

0 

1  "7A  0 

170.3 

A 

0 

750.4 

1  not 
1986: 

Part  A  

1  OC  A 

136.9 

C  0 1  1 

521.1 

$83.6 

1  CO  0 

158.3 

A 

0 

OAA  A 

899.9 

Port  D 

ran  D  

lo.o 

1  Q1  fl 

iyi.u 

1  1  7 
11./ 

1  Q  A 

A 
U 

zoo.y 

Total  

1  CA  7 

150.7 

712.1 

AC  0 

95.3 

1  77  7 

177.7 

A 

0 

1,135.8 

i  A07  o 

1987:  2 

Part  A  

1  1  7  c 

117.5 

C  A  7  0 

647.3 

86.6 

161.5 

01  1  7  A 

$117.0 

1  1  OA  A 

1,1^9.9 

Dirt  D 

ran  d  

1  Q  A 

iy.4 

OAQ  Q 

1  G  Q 

lo.o 

9Q  Q 

1  Q  Q 

lo.y 

Q99  A 

Total  

i  oc  a 

136.9 

896.2 

1  AO  A 

102.9 

1  OC  A 

185.4 

1  OA  A 

130.9 

1   A  CO  0 

1,452.3 

i  noo 

1988: 

Part  A  

1  1  A  1 

110.1 

HOC  ~l 

786.7 

88.4 

1  Aft  C 

149.6 

07  C  C 

275.5 

1,410.3 

Part  B  

18.1 

O  1  o  o 

313.8 

OA  O 

20.2 

OO  o 

22.3 

AO  C 

93.5 

A  PI  A 

467.9 

Total 

128.2 

1,100.5 

108.6 

171.9 

369.0 

1,878.2 

1989: 

Part  A 

99.4 

867.7 

75.0 

179.6 

399.3 

1,621.0 

Part  B 

27.5 

337.1 

25.1 

28.2 

137.0 

554.9 

Total 

126.9 

1,204.8 

100.1 

207.8 

536.3 

2,175.9 

1990: 

Part  A 

120.9 

981.6 

144.1 

220.1 

498.4 

1,965.1 

Part  B 

21.6 

325.8 

21.5 

26.4 

123.2 

518.5 

Total 

142.5 

1,307.4 

165.6 

246.5 

621.6 

2,483.6 

1991: 

Part  A 

107.4 

932.7 

144.9 

235.6 

526.6 

1,947.2 

Part  B 

21.2 

417.5 

40.2 

26.6 

186.2 

691.7 

Total 

$128.6 

$1,350.2 

$185.1 

$262.2 

$712.8 

$2,638.9 

1  Savings  from  workers  compensation  and  ESRD  were  combined  under  workers  compensation  in  1985. 

2  Medicare  secondary  to  disability  insurance  benefits  was  effective  January  1,  1987. 

Source:  Health  Care  Financing  Administration. 
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Financing 

Background 

The  Medicare  part  A  Hospital  Insurance  Trust  Fund  (HI)  fi- 
nances inpatient  hospital,  skilled  nursing  facility,  home  health  and 
other  institutional  services.  The  part  B  Supplementary  Medical  In- 
surance Trust  Fund  (SMI)  finances  principally  physician  and  hospi- 
tal outpatient  services. 

The  Hospital  Insurance  Trust  Fund  is  financed  primarily 
through  Social  Security  payroll  tax  contributions  paid  by  employ- 
ers, employees  and  the  self-employed.  The  payroll  tax  rate  for  HI 
for  calendar  year  1992  is  1.45  percent  up  to  $130,200  in  earnings. 
The  OASDI  earnings  base  for  1992  is  $55,500.  An  equal  contribu- 
tion rate  is  paid  by  the  employer.  Table  19  shows  the  contribution 
rates  and  maximum  taxable  earnings  for  both  HI  and  the  old-age, 
survivors  and  disability  insurance  (OASDI)  programs. 

TABLE  19.— CURRENT  LAW  SOCIAL  SECURITY  PAYROLL  TAX  RATES  FOR  EMPLOYERS  AND 
EMPLOYEES  EACH  AND  TAXABLE  EARNINGS  BASES 


Employee  and  employer  rates,  each 

Calendar  year    earnings  M^J!u¥m 

OASDI         mi        OASDHI        base         m  Iax 
combined  combined 


1977  

  4.95 

0.90 

5.85 

$16,500 

$148.50 

1978  

  5.05 

1.10 

6.05 

17,700 

194.70 

1979  

  5.08 

1.05 

6.13 

22,900 

240.45 

1980  

  5.08 

1.05 

6.13 

25,900 

271.95 

1981  

  5.35 

1.30 

6.65 

29,700 

386.10 

1982  

  5.40 

1.30 

6.70 

32,400 

421.20 

1983  

  5.40 

1.30 

6.70 

35,700 

464.10 

1984  

  5.70 

1.30 

7.00 

37,800 

491.40 

1985  

  5.70 

1.35 

7.05 

39,600 

534.60 

1986  

  5.70 

1.45 

7.15 

42,000 

609.00 

1987  

  5.70 

1.45 

7.15 

43,800 

635.10 

1988....  

  6.06 

1.45 

7.51 

45,000 

652.50 

1989  

  6.06 

1.45 

7.51 

48,000 

696.00 

1990  

  6.20 

1.45 

7.65 

51,300 

743.85 

1991  

  6.20 

1.45 

7.65 

1  125,000 

1,812.50 

1992  

  6.20 

1.45 

7.65 

2  130,200 

1,887.90 

1993  

  6.20 

1.45 

7.65 

134,700 

1,953.15 

1994  

  6.20 

1.45 

7.65 

139,800 

2,027.10 

1  The  Omnibus  Budget  Reconciliation  Act  of  1990  created  a  separate  taxable  earnings  base  for  HI.  Prior  to 
1991,  the  OASDI  and  HI  bases  were  the  same. 

2  The  maximum  earnings  subject  to  the  tax  increases  each  year  in  accordance  with  the  increase  in  average 
earnings. 


As  table  20  demonstrates,  the  bulk  of  the  financing  for  HI  is  de- 
rived from  payroll  taxes.  In  1991,  there  will  be  transferred  an  esti- 
mated $329  million  from  the  railroad  retirement  fund.  This  is  the 
estimated  amount  that  would  have  been  in  the  fund  if  railroad  em- 
ployment had  always  been  covered  under  the  Social  Security  Act. 
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HI  benefits  are  provided  to  certain  uninsured  persons  who 
became  72  before  1968.  Such  payments  are  made  initially  from  the 
HI  Trust  Fund,  with  reimbursement  from  the  general  fund  of  the 
Treasury  for  the  costs,  including  administrative  expenses,  of  the 
payments.  Approximately  $605  million  will  be  transferred  to  HI 
during  1991  on  this  basis. 

Certain  persons  not  eligible  for  HI  protection  either  on  an  in- 
sured basis  or  on  the  uninsured  basis  described  in  the  previous 
paragraph  may  obtain  protection  by  enrolling  in  the  program  and 
paying  a  monthly  premium  ($192  in  1992).  This  accounts  for  $367 
million  of  financing  in  fiscal  year  1991. 

Sections  217(g)  and  229(b)  of  the  Social  Security  Act,  prior  to 
modification  by  the  Social  Security  Amendments  of  1983,  author- 
ized annual  reimbursement  from  the  general  fund  of  the  Treasury 
to  the  HI  Trust  Fund  for  costs  arising  from  the  granting  of  deemed 
wage  credits  for  military  service  prior  to  1957,  according  to  quin- 
quennial determinations  made  by  the  Secretary  of  Health  and 
Human  Services.  These  sections,  as  modified  by  the  Social  Security 
Amendments  of  1983,  provided  for  a  lump  sum  transfer  in  1983  for 
costs  arising  from  such  wage  credits.  In  addition,  the  lump  sum 
transfer  included  combined  employer-employee  HI  taxes  on  the 
noncontributory  wage  credits  for  military  service  after  1965  and 
before  1984.  After  1983,  HI  taxes  on  military  wage  credits  are  cred- 
ited to  the  fund  on  July  1  of  each  year.  The  Social  Security  Amend- 
ments of  1983  also  provided  for  (1)  quinquennial  adjustments  to  the 
lump  sum  amount  transferred  in  1983  for  costs  arising  from  pre- 
1957  deemed  wage  credits  and  (2)  adjustments  as  deemed  necessary 
to  any  previously  transferred  amounts  representing  HI  taxes  on 
noncontributory  wage  credits.  In  1989,  this  accounts  for  $107  mil- 
lion of  income  to  the  HI  trust  fund. 

The  remaining  $8,770  million  of  receipts  consisted  almost  entire- 
ly of  interest  on  the  investments  of  the  trust  fund  and  interest  on 
interfund  borrowing. 
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Part  B,  which  is  voluntary,  is  financed  from  premiums  paid  by 
the  aged,  disabled  and  chronic  renal  disease  enrollees  and  from  the 
general  revenues.  The  premium  rate  is  derived  annually  based 
upon  the  projected  costs  of  the  program  for  the  coming  year.  Under 
prior  law,  the  premium  rate  was  changed  on  July  1  of  each  year. 
The  Social  Security  Amendments  of  1983  (Public  Law  98-21)  moved 
the  premium  increase  date  to  January  1  of  each  year  to  coincide 
with  the  changed  date  for  the  annual  Social  Security  cash  benefit 
cost-of-living  (COLA)  increase. 

Ordinarily,  the  premium  rate  is  the  lower  of:  (1)  an  amount  suffi- 
cient to  cover  one-half  of  the  costs  of  the  program  for  the  aged  or 
(2)  the  current  premium  amount  increased  by  the  percentage  by 
which  cash  benefits  were  increased  under  the  COLA  provisions  of 
the  Social  Security  program.  Premium  income,  which  originally  fi- 
nanced half  of  the  costs  of  part  B,  has  declined — as  a  result  of  this 
formula — to  less  than  25  percent  of  total  program  income. 

The  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (Public 
Law  97-248),  temporarily  suspended  the  COLA  limitation  for  2 
years — calendar  years  1984  and  1985.  During  this  period,  enrollee 
premiums  were  allowed  to  increase  to  amounts  necessary  to 
produce  premium  income  equal  to  25  percent  of  program  costs  for 
elderly  enrollees.  The  Deficit  Reduction  Act  of  1984  (Public  Law 
98-369)  extended  the  TEFRA  provision  through  calendar  years 
1986  and  1987.  The  1987  reconciliation  bill  (Public  Law  100-203)  ex- 
tended the  provision  through  1989  and  the  1989  reconciliation  bill 
extended  the  provision  through  1990.  The  Omnibus  Reconciliation 
Act  of  1990  set  the  premium  rates  in  law  for  the  1991-95  period. 
These  premium  rates  are  equal  to  25  percent  of  program  costs  for 
these  years.  The  flat  premium  for  1992  is  $31.80  per  month. 

Financial  Status  of  the  Trust  Funds 

The  Hospital  Insurance  Trust  Fund  balances  are  dependent  upon 
the  income  to  the  HI  trust  fund  primarily  through  payroll  taxes  ex- 
ceeding the  outlays  for  Medicare  benefits  and  administrative  costs. 
Outlays  are  affected  by  increases  in  inpatient  hospital  expenditures 
which  have  been  rising  at  a  faster  rate  than  the  income  to  the  HI 
trust  fund.  Table  21  shows  the  percentage  increase  in  Medicare 
outlays  from  fiscal  year  1967  to  fiscal  year  1991  and  the  Congres- 
sional Budget  Office  (CBO)  and  HCFA  projections  from  1992  to 
1997. 

TABLE  21.— MEDICARE  OUTLAYS,  FISCAL  YEARS  1967-97 


Part  A  1  Part  B  Total 


Percent                   Percent  Percent 

Dollars  (in     increase  Dollars  (in     increase  Dollars  (in  increase 

millions)     (over  prior  millions)     (over  prior  millions)     (over  prior 

year)                     year)  year) 


1967   2,597    799    3,396   

1968   3,815       46.9  1,532  91.7  5,347  57.4 

1969   4,758       24.7  1,840  20.1  6,598  23.4 

1970   4,953        4.1  2,196  19.3  7,149  8.4 
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TABLE  21— MEDICARE  OUTLAYS,  FISCAL  YEARS  1967-97— Continued 


Part  A  1 


Percent 

Dollars  (in  increase 
millions)     (over  prior 
year) 


Part  B 


Percent 

Dollars  (in  increase 
millions)     (over  prior 
year) 


Total 


Percent 

Dollars  (in  increase 
millions)     (over  prior 
year) 


1971  

5,592 

12.9 

2,283 

4.0 

7,875 

10.2 

1972  

6,276 

12.2 

2,544 

11.4 

8,820 

12.0 

1973.....  

6,842 

9.0 

2,637 

3.7 

9,479 

7.5 

1974  

8,065 

17.9 

3,283 

24.5 

11,348 

19.7 

1975  

10,612 

31.6 

4,170 

27.0 

14,782 

30.3 

1976  2  

12,579 

18.5 

5,200 

24.7 

17,779 

20.3 

1977  

15,207 

20.9 

6,342 

22.0 

21,549 

21.2 

1978  

17,862 

17.5 

7,356 

16.0 

25,218 

17.0 

1  ATA 

1979  

OA  O  A  0 

  20,343 

1  o  n 

13.9 

0  01/1 

8,814 

1  A  0 

19.8 

OA  1  C~l 

29,157 

ir  r 

15.6 

1980  

24,288 

19.4 

10,737 

21.8 

35,025 

20.1 

1981  

29,260 

20.5 

13,228 

23.2 

42,488 

21.3 

1982  

34,864 

19.2 

15,560 

17.6 

50,424 

18.7 

1983  

38,624 

10.8 

18,311 
20,372 

17.7 
11.3 

56,935 
62,480 

12.9 
9.7 

1984  

42,108 

9.0 

1985  

48,654 

15.5 

22,730 

11.6 

71,384 

14.3 

1986  

49,685 

2.1 

26,218 

15.3 

75,903 

6.3 

1987  

50,803 

2.3 

30,837 

17.6 

81,640 

7.6 

1988  

52,730 

3.8 

34,947 

13.3 

87,677 

7.4 

1989  

58,238 

10.4 

38,317 

9.6 

96,555 

10.1 

1990  3  

66,687 

14.5 

43,022 

12.6 

109,709 

13.6 

1991  3  

69,638 

4.4 

47,019 

9.2 

116,657 

6.3 

CBO  projections 4 


1992  

77,403 

9.4 

53,603 

14.0 

131,006 

11.2 

1993  

84,830 

9.6 

60,707 

13.3 

145,537 

11.1 

1994  

96,669 

10.4 

68,270 

12.5 

161,939 

11.3 

1995  

103,226 

10.2 

77,428 

13.4 

180,654 

11.6 

1996  

113,808 

10.3 

87,760 

13.3 

201,568 

11.6 

1997  

124,476 

9.4 

99,280 

13.1 

223,756 

11.0 

HCFA  projections 4 

1992  

77,619 

11.4 

54,473 

15.9 

132,092 

13.2 

1993  

84,353 

8.7 

61,652 

13.2 

146,005 

10.5 

1994  

93,104 

10.4 

69,642 

13.0 

162,746 

11.5 

1  Includes  catastrophic  outlays  beginning  in  fiscal  year  1989.  There  will  be  no  catastrophic  outlays  after 
fiscal  year  1990. 

2  In  the  transition  quarter  from  July  to  October  1976  (when  the  beginning  of  the  Federal  fiscal  year  was 
changed),  outlays  were  $4,805  million.  These  outlays  do  not  appear  in  the  table. 

3  Includes  payment  cycle  shift  which  shifts  outlays  from  1991  to  1990. 

4  Projections  under  current  law. 

Source:  1992  Annual  Report  of  the  Board  of  Trustees:  HI  Trust  Fund  and  SMI  Trust  Fund,  HCFA  Office  of  the 
Actuary,  for  1990-1996,  HCFA  Division  of  Budget,  and  CBO. 
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Supplementary  medical  insurance 

Because  the  Supplementary  Medical  Insurance  (SMI)  Trust  Fund 
is  financed  through  beneficiary  premiums  and  the  general  reve- 
nues, it  does  not  face  the  prospect  of  depletion  as  does  the  HI  trust 
fund.  However,  the  rapidly  rising  cost  of  health  care  is  placing  a 
heavy  burden  on  the  SMI  trust  fund — causing  beneficiary  premi- 
ums to  rise  and  increasing  the  Federal  deficit. 

HI  trust  fund  income,  outlays,  and  balance 

Table  22  shows  the  projections  of  the  Congressional  Budget 
Office  and  the  administration  for  the  HI  trust  funds  with  respect  to 
income,  outlays  and  balances  for  the  years  1991  through  1997. 

TABLE  22.— PROJECTIONS  FOR  THE  HOSPITAL  INSURANCE  TRUST  FUND,  FISCAL  YEARS 
1990-1997  TOTAL  OUTLAYS,  INCOME,  AND  END-OF-YEAR  BALANCES,  UNDER  CBO 
BASELINE  ASSUMPTIONS,  PRESENT  LAW 

[By  fiscal  year,  in  billions  of  dollars] 


1991  ^ 

1992 

1993 

1994 

1995 

1996 

1997 

Total  outlays  

70.7 

77.4 

84.8 

93.7 

103.2 

113.8 

124.5 

Income  

84.2 

92.4 

99.4 

106.1 

112.5 

119.3 

126.1 

Net  additions  

13.5 

15.0 

14.5 

12.4 

$9.2 

$5.5 

$1.6 

End-of-year  balance.... 

109.7 

124.8 

139.3 

151.7 

160.9 

166.4 

166.1 

Beginning-of-year 

balance,  as 

percent  of  outlays.. 

136 

142 

147 

149 

147 

141 

134 

1  Actuals. 

2  Outlays  include  $1.1  billion  for  the  quinquannial  adjustment  (payment  to  the  general  fund). 
Note:  Totals  may  not  add  due  to  rounding. 


Sensitivity  of  HI  trust  funds  balances  to  different  outlay  growth  as- 
sumptions 

Table  23  presents  alternative  projections  of  Hospital  Insurance 
(HI)  trust  fund  outlay  growth  through  1996.  All  of  these  projections 
assume  the  economic  projections  underlying  the  baseline  path.  The 
alternatives  all  are  arranged  in  the  table  from  least  to  most 
growth.  Hospital  outlays  are  projected  to  grow  by  1  or  2  percent 
less  and  1  or  2  percent  more  than  the  baseline  in  each  year.  These 
changes  could  be  due  to  variations  in  hospital  rate  increases,  ad- 
mission patterns,  intensity  or  change  in  case  mix,  or  technology 
changes.  The  percentage  refers  to  entire  hospital  outlays  and  not 
just  those  outlays  covered  by  the  prospective  payment  system. 

Income  to  the  trust  fund  is  the  same  (except  for  interest  which 
varies  by  size  of  trust  fund  balance)  in  each  projection.  Under  the 
least  growth  alternative,  expenditures  are  $111.7  billion  in  fiscal 
year  1997  compared  to  $124.5  billion  in  the  baseline  projection. 
Trust  fund  balances  are  $45.1  billion  greater  in  this  alternative. 
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Conversely,  under  the  alternative  with  the  most  growth,  expendi- 
tures are  $14.4  billion  higher  and  trust  fund  balances  are  $47.5  bil- 
lion smaller  in  1997  as  compared  to  the  baseline  projection. 

TABLE  23.— ALTERNATIVE  PROJECTIONS  OF  HOSPITAL  INSURANCE  OUTLAY  GROWTH  AND 

YEAR-END  BALANCES 

[By  fiscal  year,  in  billions  of  dollars] 

1991  1  1992  1993     1994  1995  1996  1997 

2  percent  lower  HI  outlay  growth: 

Outlays  :.   70.7  78.0  81.8    88.6  96.7  103.4  111.7 

,  End-of-year  balance  2   109.9  128.2  144.0  161.8  178.4  196.7  213.2 

1  percent  HI  lower  outlay  growth: 

Outlays   70.7  76.7  83.3    91.1  89.3  108.3  118.0 

End-of-year  balance...   109.7  125.5  141.6  156.8  170.4  182.0  191.2 

Baseline: 

Outlays   70.7  77.4  84.8    93.7  103.2  113.8  124.5 

Income   84.2  92.4  99.4  106.1  112.5  119.3  125.1 

Yearly  Surplus   13.5  15.0  14.6    12.4     9.3  5.5  1.6 

End-of-year  balance  2    109.7  124.8  139.3  151.7  160.9  166.4  188.1 

1  percent  higher  HI  outlay  growth: 

Outlays   70.7  78.1  85.4    96.3  106.8  118.8  131.7 

End-of-year  balance  2    109.7  124.0  135.9  146.5  151.8  152.0  145.4 

2  percent  higher  HI  outlay  growth: 

Outlays   70.7  78.8  88.0    98.9  110.8  124.1  138.9 

End-of-year  balance  2    109.7  123.3  134.5  141.3  142.2  136.0  120.6 

1  Actuals;  outlays  include  $1.1  billion  quinquennial  adjustment  (payment  to  general  fund). 

2  Projections  for  fiscal  years  1992  through  1997  assume  economic  and  technical  assumptions  used  in  CBO's 
baseline.  Projections  for  fiscal  years  1998-2020  are  made  by  committee  staff  using  the  average  of  the  growth 
rates  for  outlays  and  revenues  in  the  last  two  years  of  CBO's  baseline  estimate.  Outlay  growth  rates  were 
further  adjusted  for  changes  in  projected  part  A  enrollment. 

Projections  beyond  1997 

Longer-term  projections  of  trust  fund  balances  depend  on  many 
different  assumptions.  Factors  such  as  changes  in  PPS  rates, 
number  of  beneficiaries,  admission  rates,  and  others  will  affect 
trust  fund  outlays.  Also,  the  extent  to  which  the  complexity  of  di- 
agnosis has  grown  and  might  continue  to  grow  would  increase  out- 
lays, but  by  how  much  is  difficult  to  estimate.  Finally,  forecasting 
changes  in  medical  technology  and  their  implications  for  spending 
is  very  difficult. 

In  the  absence  of  CBO  projections  beyond  1997,  committee  staff 
extrapolated  the  latest  CBO  projections  from  1997  to  2010.  This  ex- 
trapolation was  done  by  assuming  that  the  average  rate  of  growth 
in  outlays  for  the  last  2  years  of  CBO's  baseline  projections  would 
remain  the  same  through  2015.  A  similar  assumption  was  made 
with  respect  to  income.  These  results  are  shown  in  table  24. 

The  projections  in  table  24  indicate  that  insolvency  of  the  HI 
trust  fund  is  postponed  until  2005.  Compared  to  last  year's  projec- 
tions, trust  fund  exhaustion  is  one  year  earlier.  Under  these  com- 
mittee staff  extrapolations  of  CBO  projections,  the  HI  fund  is  ex- 
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hausted  in  2005  under  the  baseline  path;  2002  under  a  1  percent 
higher  outlay  growth  rate  than  assumed  in  the  baseline  path;  and 
after  2009  under  a  1  percent  lower  growth  rate  in  outlays  relative 
to  the  baseline. 


TABLE  24.— PROJECTIONS  OF  HOSPITAL  INSURANCE  OUTLAYS  AND  TRUST  FUND  BAL- 
ANCES, SELECTED  FISCAL  YEARS  1990-2010,  BASED  UPON  CBO'S  FEBRUARY  1992 
PROJECTIONS  1 

[By  fiscal  year,  in  billions  of  dollars] 


Baseline  path 


Outlays 


Yearend 
balance 


Baseline  path, 
assuming  1  percent 
lower  annual  growth 


Outlays 


Yearend 
balance 


Baseline  path, 
assuming  1  percent 
higher  annual 
growth 


February  1992  estimates: 


1990  2   67 

1995   103 

2000   153 

2005   261 

2010   431 


Year  trust  fund  depleted  

Annual  deficit  at  time  of  depletion 
Annual  deficit  at  time  of  depletion 
as  percent  of  total  annual 
revenue  


96 

67 

96 

67 

96 

161 

99 

170 

152 

152 

161 

153 

219 

180 

90 

(26) 

235 

164 

304 

(313) 

(731) 

362 

(174) 

512 

(1,545) 

2005 

2009 

2002 

(58)  .. 

(93)  .. 

(47) 

30    43    27 


1  Projections  for  fiscal  years  1992  through  1997  assume  economic  and  technical  assumptions  used  in  CBO's 
baseline.  Projections  for  fiscal  years  1998-2020  are  made  by  committee  staff  using  the  average  of  the  growth 
rates  for  outlays  and  revenues  in  the  last  2  years  of  CBO's  baseline  estimate.  Outlay  growth  rates  were  further 
adjusted  for  changes  in  projected  part  A  enrollment. 

2  Actuals. 


Long-range  estimates 

Long-range  estimates  for  the  next  75  years  (1992-2066)  are  shown 
in  table  25  for  the  HI  program  under  all  three  alternative  assump- 
tions shown  in  the  1992  HI  Trustees'  report.  As  in  the  case  of  the 
OASDI  program,  annual  expenditures  are  expressed  as  a  percent- 
age of  taxable  earnings.  The  income  rate  is  simply  the  combined 
scheduled  HI  tax  rate  for  employees  and  employers. 

The  average  deficit  over  the  next  25-year  period  is  1.35  percent  of 
taxable  earnings  under  alternative  II  assumptions.  Over  the  next 
75  years,  it  would  be  4.20  percent  of  taxable  earnings,  or  more  than 
140  percent  of  the  tax  rate  now  scheduled  in  the  law  for  the  future. 
In  other  words,  it  would  take  more  than  a  doubling  of  the  tax  rate 
or  more  than  a  50  percent  reduction  in  program  costs  to  restore  ac- 
tuarial solvency. 
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TABLE  25— ACTUARIAL  BALANCES  OF  THE  HOSPITAL  INSURANCE  PROGRAM,  UNDER 
ALTERNATIVE  SETS  OF  ASSUMPTIONS 

[in  percent] 


Alternative 


II  III 


Projection  periods 


1992-2016: 


Summarized  tax  rate 1  

2.90 

2.90 

2.90 

Summarized  cost  rate 2  

3.32 

4.25 

5.52 

Actuarial  balance 3  

-.42 

-1.35 

-2.62 

1992-2041: 

Summarized  tax  rate 1  

2.90 

2.90 

2.90 

Summarized  cost  rate 2  

3.84 

6.00 

9.78 

Actuarial  balance 3  

-.94 

-3.10 

-6.88 

1992-2066: 

Summarized  tax  rate 1  

2.90 

2.90 

2.90 

Summarized  cost  rate 2 

4  24 

7 10 

12  35 

Actuarial  balance 3  

-1.34 

-4.20 

-9.45 

25-year  subperiods 

1992-2016: 

Summarized  tax  rate 1  

2.90 

2.90 

2.90 

Summarized  cost  rate 4  

3.34 

4.20 

5.36 

Actuarial  balance 3  

-.44 

-1.30 

-2.46 

2017-2041: 

Summarized  tax  rate 1  

2.90 

2.90 

2.90 

Summarized  cost  rate 4  

4.47 

8.12 

14.89 

Actuarial  balance 3  

-1.57 

-5.22 

-11.99 

2042-2066: 

Summarized  tax  rate 1  

2.90 

2.90 

2.90 

Summarized  cost  rate 4  

5.33 

10.41 

20.50 

Actuarial  balance 3  

-2.43 

-7.51 

-17.60 

1  As  scheduled  under  present  law. 

2  Expenditures  for  benefit  payments  and  administrative  costs  for  insured  beneficiaries,  on  an  incurred  basis, 
expressed  as  a  percentage  of  taxable  payroll,  computed  on  the  level-financing  basis,  including  the  cost  of 
attaining  a  trust  fund  balance  at  the  end  of  the  period  equal  to  100%  of  the  following  year's  estimated 
expenditures,  and  including  an  offset  to  cost  due  to  the  beginning  trust  fund  balance. 

3  Difference  between  the  summarized  tax  rate  (as  scheduled  under  present  law)  and  the  summarized  cost 
rate. 

4  Expenditures  for  benefit  payments  and  administrative  costs  for  insured  beneficiaries,  on  an  incurred  basis, 
expressed  as  a  percentage  of  taxable  payroll,  computed  on  the  present-value  basis.  Includes  neither  the  trust 
fund  balance  at  the  beginning  of  the  period  nor  the  cost  of  attaining  a  non-zero  trust  fund  balance  at  the  end 
of  the  period. 

Source:  Table  7  in  the  1992  Annual  Report  of  the  Board  of  Trustees  of  the  Federal  Hospital  Insurance  Trust 
Fund. 


Medicare  Historical  Data 

Tables  26  through  40  present  detailed  historical  data  on  the  Med- 
icare program.  Tables  26  through  28  present  detailed  enrollment 
data.  Table  29  describes  the  percentage  of  Medicare  enrollees  par- 
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ticipating  in  a  State  buy-in  agreement.  Tables  30  and  31  show  the 
distribution  of  Medicare  payments  by  type  of  coverage  and  type  of 
service.  Tables  32  and  33  show  the  number  of  persons  served  and 
average  reimbursement  amounts  per  person  and  per  enrollee. 
Tables  34-38  present  the  use  of  inpatient  hospital  services,  skilled 
nursing  facility  services,  home  health  agency  services  and  benefici- 
aries under  the  ESRD  program.  Table  39  presents  Medicare  utiliza- 
tion and  reimbursement  by  State  and  table  40  shows  the  number  of 
Medicare  enrollees  in  prepaid  health  plans. 
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TABLE  29.— MEDICARE  ENROLLMENT:  NUMBER  AND  PERCENTAGE  OF  INDIVIDUALS  EN- 
ROLLED IN  SUPPLEMENTARY  MEDICAL  INSURANCE  (SMI)  UNDER  BUY-IN  AGREEMENTS, 
BY  TYPE  OF  BENEFICIARY  AND  BY  YEAR  OR  1990  AREA  OF  RESIDENCE 


All  persons  Aged  Disabled 


Year  or  area  of  residence  ^  Nu™ber     Percent     N?nber     Percent     N?nber  Percent 


Year: 

1968   1,648  8.8  1,648  8.8  NA  NA 

1975   2,846  12.0  2,483  11.4  363  18.7 

1980   2,954  10.9  2,449  10.0  504  18.9 

1981   3,257  11.7  2,659  10.6  598  21.7 

1982   2,791  9.8  2,288  8.9  503  18.6 

1983   2,654  9.3  2,177  8.4  477  18.1 

1984   2,601  8.9  2,127  8.0  474  18.2 

1985   2,670  9.0  2,164  8.0  505  19.2 

1986   2,776  9.2  2,222  8.0  554  20.9 

1987   2,985  9.6  2,337  8.2  648  23.2 

1988   3,033  9.6  2,341  8.1  691  24.4 

1989   3,351  10.4  2,549  8.7  802  27.8 

1990   3,604  11.0  2,714  9.1  890  30.2 

Area  of  residence 1 

All  areas   3,604  10.4  2,714  8.7  890  27.8 

United  States   3,603  11.2  2,713  9.2  890  30.8 

Alabama   98  17.4  78  15.9  20  28.6 

Alaska   5  21.7  3  13.8  1  32.7 

Arizona   29  6.0  21  4.8  7  18.4 

Arkansas   66  17.5  53  15.9  13  29.5 

California   642  20.3  492  17.0  149  55.2 

Colorado   37  10.8  28  9.0  9  29.0 

Connecticut   23  5.1  14  3.3  9  30.0 

Delaware   4  4.6  3  3.3  1  16.3 

District  of  Columbia   14  19.7  11  16.2  3  45.3 

Florida   195  8.5  158  7.4  37  24.2 

Georgia   128  18.1  100  16.2  28  30.8 

Hawaii   12  10.0  10  8.9  2  23.8 

Idaho   9  7.0  6  5.1  3  30.0 

Illinois   91  6.2  65  4.8  26  21.5 

Indiana   58  7.9  41  6.1  17  24.3 

Iowa   41  9.2  29  7.0  12  38.7 

Kansas   27  7.6  20  6.1  7  29.2 

Kentucky   75  14.5  55  12.3  20  29.0 

Louisiana   88  17.3  68  15.4  20  30.3 

Maine   21  11.9  15  9.3  6  35.3 

Maryland   49  9.5  37  7.8  12  29.3 

Massachusetts   91  11.1  67  8.9  24  38.1 
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TABLE  29.— MEDICARE  ENROLLMENT:  NUMBER  AND  PERCENTAGE  OF  INDIVIDUALS  EN- 
ROLLED IN  SUPPLEMENTARY  MEDICAL  INSURANCE  (SMI)  UNDER  BUY-IN  AGREEMENTS, 
BY  TYPE  OF  BENEFICIARY  AND  BY  YEAR  OR  1990  AREA  OF  RESIDENCE— Continued 

All  persons  Aged  Disabled 


Year  or  area  of  residence  *         Nufer     Percent     Nu?nber     Percent     NuJer  Percent 

thou  ofSMI  thou  ofSMI  thou  ofSMI 
2*      enrolled      sSnds      enrolled      sSnds  enrolled 


Michigan  

Minnesota  

Mississippi  

Missouri  

Montana  

Nebraska  

Nevada  

New  Hampshire  

New  Jersey  

New  Mexico  

New  York  

North  Carolina  

North  Dakota  

Ohio  

Oklahoma  

Oregon  

Pennsylvania  

Rhode  Island  

South  Carolina  

South  Dakota  

Tennessee  

Texas  

Utah  

Vermont  

Virginia  

Washington  

West  Virginia  

Wisconsin  

Wyoming  

Puerto  Rico 2  

Guam  and  Virgin  Islands 3 


90 

7.5 

58 

5.4 

32 

26.7 

39 

6.8 

26 

4.9 

13 

33.3 

90 

25.4 

72 

23.7 

18 

36.0 

55 

7.3 

39 

5.7 

16 

23.2 

10 

8.8 

7 

6.8 

3 

27.3 

11 

4.8 

7 

3.2 

4 

26.7 

9 

6.7 

7 

5.7 

2 

16.7 

3 

2.4 

2 

1.6 

1 

12.0 

96 

9.1 

73 

7.5 

23 

28.8 

22 

12.9 

18 

11.7 

4 

22.8 

257 

10.8 

189 

8.7 

68 

32.9 

113 

13.1 

90 

11.7 

23 

23.5 

4 

4.2 

3 

3.4 

1 

18.6 

109 

7.3 

82 

6.1 

27 

19.1 

51 

11.8 

41 

10.3 

10 

27.8 

07 
LI 

£  7 
0./ 

1  Q 

D.U 

Q 
0 

Ld.O 

126 

6.8 

87 

5.0 

39 

27.3 

1U 

£  7 
0./ 

7 

o.U 

Q 

0 

9/1  7 

78 

18.6 

60 

16.1 

18 

32.7 

9 

8.5 

7 

7.1 

2 

24.1 

113 

16.9 

86 

14.6 

27 

34.2 

230 

13.2 

187 

11.6 

43 

29.1 

10 

6.6 

7 

4.9 

3 

27.3 

7 

9.9 

5 

7.6 

2 

32.9 

76 

11.2 

58 

9.3 

18 

25.4 

53 

9.0 

37 

6.8 

16 

33.3 

28 

9.4 

20 

7.8 

8 

19.5 

68 

9.9 

44 

6.9 

24 

40.7 

3 

6.0 

2 

4.3 

1 

25.0 

0 

0.0 

0 

0.0 

0 

0.0 

1 

17.7 

1 

16.7 

0 

0.0 

1  State  of  residence  is  not  necessarily  State  that  bought  coverage. 

2  No  State  buy-in  agreement. 

3  Data  for  these  areas  combined  to  prevent  disclosure  of  confidential  information. 


Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy, 
and  unpublished  data. 


'HCFA  Statistics' 


200 


cd 

CO  OD  i — J 

co 

LO  LO  i  1  P—-  75*" 

<r> 
cd 

cd 

CD 

"  CO  CD 

CO 

CO 

CsJ 

cd 
r-~. 

cn 

CD 

r— 1  CO  OD  CO 
OO  ^t"  CVJ 

CO 

^t"  CD  CVJ  *=3"  . — 1 
CO  LO  CO  CO  CO 

oo 

CNJ 

r —  lo  od^ 

CO 

*st^«=r        'Si"  CSJ 

cvT 
to 

CO 

CD  »— T 

cn 
t— i 

LO~CO 

T— 1 

CD 

LO 

OO  CO  oo 

LO 

LO  cn      r-»  ■^3- 

CD* 

CD 

CO 
CD 

^Cf-        Cvj  CD 
CO 

CO 

^1-  LO  CD 
CSJ 

CO 

r*-«. 

CO 
CO 

co  r*-  CD 

CD  «— «  r—t 

CNJ  LO  CO 

CO 
CD 

CO  r — ■  CsJ  CD  ^3" 
CO  CO  CVJ  i — I  CVJ 
CD  CO        "O"  Cvl 

i — r 

in 

OD 
CO 

r*C  . — r 

CO 

OO 

^-""co 

CD 

1 — . 

^  OD  ^ 

co 

CO  OD  1 — .  -^t" 

CD 
CD 

oS 

CO 

CD      "  CVJ  CD 
CO 

CD 
CO 

CO  LO  CD 

CVJ 

CD 
OO 
CD_ 

CO 
CO 

CsJ  OO  i— 1  CD 

CD  r —  lo 

OD CVJ^ 

LO 
LO 

CO  i — 1         LO  OD 

CT>  co  < — i  co  r—- 

CO  CD         CO  r-H 

LO 

un" 

CO 

CO  •— r 

CO 

LO*" 

i — Tod 

CD 

CO 

OD  CD  OD 

CsJ 

CVJ  CD  ^  CO  "^J" 

CD 
CD 

od 

CD 

CD  i — '  . — I  CD 
CO 

CD 
CO 

CO  LO 
CVJ 

CVJ 

CT> 
CVJ 
CO 

, — i  OO  CD  CD 

r —  oo  c\i 
cd oo 

co 

lo  r-—  co  *=3"  "^r 
co  ^  lo  r —  lo 

CD  ^  - — l  CVJ  t— I 

co 

CD~ 
CO 

OD 
CsJ 

CO 

CD  CvT 

CD 

CVJ 

LO  r— t  CO 

oo 

OD  ^  LO  CO  CO 

CD 
CD 

CD 

P"-"  i — <  « — i  CD 
CO 

OD 
csj 

Csj  LO 
CVJ 

tp 

oo 

CO 

LO 
CD 

CsJ  r— I  CO  CD 
CO  CD  CO 
CD  «=J-  LO 

LO 
CO 
CD 

OO  LO  LO  CO  "=3" 
OO  CO  CT>  CD  < — I 

. — i  cn . — i  cvj  i — i 

LO 
CO 

LO~ 

CVJ 

CsJ 

CD* 

OcTr— r 

CD 

CD 

oq  oq  CD 

OD  CVJ  CD  LO  CO 

< — > 
CD 

CsJ 

r-- 

0">  r— <  t— 1  CD 

CO 

r — 

CsJ 

1 — J  *=J- 

CVJ 

CO 
CO 
LO 

LO 

co 

r —  CO  CD  CD 

r —  r —  co 

CO  CsJ  < — I 

co 
i — 

CsJ 

lo  cvj  r-~  cd  cn 

i— I  LO  OO  OO  CO 

co 

LO 

CD 

co" 

CO 

cz  


>v?2 


>s 

,co  53 
oo 
ojo  co 


=       <X>  T— j  O 

m  f  i  !  §• 

  CD  O 

"o. 

CO 

o 


TO   C  TO 

aaott 

CO  CO  CD 
O  CD 


S3  g    !—  "co  <JJ 

£D_  CC 


CD  CZ 
CO  Cv> 


CD 


201 


CD 

co  co  r — -  cvj  oo 

co  oo  i — i  co  co 

cd 

CD 

CD        cvj  CO  CD 
CO  LO 

CO 
CO 

i — '■  r~-~  cd  cvj  i — i 

CVJ 

oo 

LO 

CD  i — i  co  r —  co 

LO  CD  1 —  - — i  LO 
CD  OO  OO  LO  CO 

oo 
co 

lo  co  cvj  r*-  t— • 

CO  IV  OO  CVJ  LO 

CO  «^-_       CO  ^ 

oo 
CD 

co  co  cvj  co 

CO  LO 

cvT 

D-TcxT  CVj"f— T 
CVJ 

co 

CD  CO  OO  1  

CD 

co  oo  i— i  cvj 

cd 
cd 

r—t  LO  CVJ  CVJ  CD 
CO  LO 

CO 

oo 

r~~"  i — !  CD  cvj  i — J 

CVJ 

r — 

CO 

cd 

co  r— -  co  oo  lo 

CD  1 —  OO  CD  CO 

oo  csj  rv  co  i— i 

co 

CVJ 

LO  LO  CD  OO  CO 
r —  1 — -  CD  CD  1 — 
CDCO_^        CO  ^ 

oo 

CO 

CO  ^3"  CVJ  CVJ 
LO  LO 

oo" 
oo 

i — Tr--"  cvj~, — r 

CVJ 

cp 

co  i — ;  oq  r— - 

^ 

cvj  co  i — j  co  cvj 

cd 

CD 

i— i 

div!     "  cvj 

CO  LO 

CO 

oo 

odrv      cvj  i — J 

CVJ 

oo 

CO 

CO  LO  CO  CD 

^  co  co  cvj 

COCNtD  CO 

oo 

CD 

CO 
CD 
CO 

LO  LO  CVJ  CO  oo 
LO  ^d"  LO  i — 1  CO 
COin  CD_CT5 

cb~ 
oo 

cvj"  co  cvT 

LO  ^d" 

oo" 
oo 

«?j-*co~  cvT 

CVJ 

CD 

co  co  oq  r-. 

^i" 

cvj  ^3-  t— i  i — i 

CD 
CD 

. — i  1 — !  'cvj 

CO  LO 

oo 
oo 

OO  |v!  '  . — i  i — I 
CVJ 

CVJ 

to 

CVJ  CO  < — i  LO  CD 
«*-!!■  CO  O)  iv 

CO           CO  r-l 

CD 
CVJ 

oo 

OO  OO  CVJ  t— 1  LO 
i— I  CD  LO  CO  OO 
CO^CO  COCO 

CD 
OO 

CO  CD  CVJ 

CD 
CO 

cvTlo"  i — r 

CVJ 

CD 

^  CO  OO  CO 

CD 

CO  OO  •— 1  LO  CD 

CD 
CD 

LO  i — I  CVJ 

co  co 

oo 

LO  CO  '  i  i — i 
CVJ 

OO 

LO  CD  1  CD 

CD        OO  CO 

co  r —  lo  cvj 

CVJ 

CO 

oo 

CVJ^ 

CVJ  ^  LO  CO  LO 
.—1  ^d-  ^3-  f— 1  CVJ 

cv  i— *  i — ^  r — 

rv 

co  co"  oJ" 

CVJ 

CD 

CD 

CO  r—i  i — i  CD  oq 

CD 
CD 

r-!  co  co 

CD  CO 

CD 

CVJ 
CO 

^3"  CD  r— 1 
CVJ 

CO 
OO 

oo  oo  oo 

^CO  LO  i — _ 

CD 
CVJ 

1 — 

CO 

. — i«*«3-0  00 

«— 1  CD  LO  CVJ  LO 

co  co  ivtn 

CD 
1 — 

r-T  cvj" 

CvT 
CVJ 

GO 

£= 
CD  CO 


CO  = 


CO  -t-^ 

=  s 

co  ~ 
To 


CD 
CD 


—  o  o 


CO 

'5. 

CO 

o 


o 


CuO 


c3 


•*—>  CJ3     -—    CO   CD  Q. 


o_  o 


C3  = 


202 


o  - 
E  £ 


rHCvirocncDorocM 

cvj  C3  1 — i  ro  cri  o  c\j  1 — i 
■^3-  cvj  , — I 


LO  OO  CO' — ■  OO  CD  CD  t— 1  o  00 

o  > — 1  cm      rn  un  , — iro  co 

(DLO. — 1  Cvj         OOOOCD  Cvl 


CD  OO  "=3-  CO  cr>  r-. 


LO  OO  CO  CO  OO  Cvj  CD  OJ  CNJ  CT>  CD 

^tooLnuDroi — i. — 1  ^  00  co  1 — 1 
^  r-^  r-^  cvj  co  cp_oo  00  lo  co 
crT  cvj"  ex?  co~     r-Tco"coi  cvj\ — T 

LO  LO  CO  Cvj 


cn  cd  r-~.  cvj  co 


CO  OO  t-H  CD  CO 


CO 
1 — I 

LO 


cz>  1 — 1  cd  I****  cd  co  LO  00  cvj  r —  - — 1 

LO  o  r-»  - — 1  LO  CD  CO  I  CO  CVJ  LO 

o  00  00  LO  n  ^- cd  00^- 


0  c= 

OjO 
GjO  CO 


-«>  £  cB  2 

.■ti  cd  "q.  o 

W  TO    O)  TO 

o  _  o  — 


00 


O      S2  '-+3  CD 


Q.  c= 
OO  CD 
O  c= 


^  CO  .CD 

"o 

00 


CO  CO  CD 
CD    »—  "O 


CD 

C_3    CO    c_3  ~* — '    CD 

~         -—   CO  CD   Q.  FS 

■  C=    =3  g" 


CD 


Q.OIU- 


203 


o  -i— i  cz>  — 

CD   =>   *"  — 


CO  "O 

Hi 


52  aS  co  o 


a.  a. 


co  "a 
a3  > 
a.  ci 


O-nO  — 
<2  «qo 


i — I  CO  CO  CD 

co 

LO 

CD 

CD 

LO 

oo 

OO  LO  LO  .  1 

LO 

cn 

CO 

co 

oo 

e>o< — •  co  ■^J- 

LO 

to 

r— 

oo 

co 

cd 

CO  LO  oo 

oo 

LO 

< 

oo 

CVJ 

CO 

cvj 

oo 

CO 

CVI 

oo 

CO 

oo 

CVJ  CVJ  LO  CO 

1 — 

oo 

CO 

CD 

CO 

eo 

CO  CD  OO  LO 

oq 

CSJ 

CO 

OO 

cq 

LO 

oo 

^  co  cvj  co" 

CO 

CVJ 

DO 

CO 

CD 

Csj 

Csj 

OO  CO  LO  CO 

LO 

iv 

CO 

CO 

LO 

iv 

CO 

CO  LO  CD  CO 

CO 

CO 

CO 

fv 

ev 

iv 

oo 

r—l  CD  t— 1 

CO 

LO 

CD  CD 

CO  CO  CO 

CO  . — I  . — i  «cf 

CD 

LO  CO 

^j-  lo  co 

. — i^-OOCD 

CVJ 

co  oo 

lo  co 

eo 

lo  co  r —  cvj  <c  r~~  co  co  lo  cd 
minivivu307CDC\i0r- icq 
co  co  oo  co  ^a- oo  . — i  lo  co  lo  v — ■ 


CVJ  CVJ  CD 

o  co 


LO  CO  CvJ 
LO  CVJ  CD 


LO  OO  LO 
^  CO  C\i 


LO  CO 


oo  i- 1  co 

CD  CO  CO 


CO  i — I  CD 

r—  CD  CO 

OO  CO  CO 


OO  I —  CD 

CVJ  r—t  I  

CD  CVJ  CV1 


«=3-  CVJ 

CO  CD  LO 
CO  ^  LO 

iv  iv  rv 


r~-  co 

CD  OO  i— I 
CD  •— •  OO 


OO  CO  CD 

co  co  i — 
rococo 


coco^J-^- 


co  co  co  i — oo 


00)0 

iv 

co 

CO  CO  CD 

oo 

CD  CD 

oo" 

CD 

CD 

CO  OO  CO 

CO 

iv 

CO 

CD  CVJ  «=J- 

LO 

LO 

CO^H^H 

CD 

CD 

CD 

CVJ  CVI  CVJ 

CVJ 

CVJ 

CVI 

CVJ  CVJ  CVJ 

CVI 

CSJ 

CV! 

r —  r —  cvj 

CD 

LO 

CD  LO 

CVI 

CD 

CVJ 

CVJ  LO  i— 1 

oo 

LO 

ee-  t_H- 

CO  t— ^  CVJ^  -5^  I  

.— T  cvj"  cvj"  cvT  cvj" 


OLOrH-vtO)rH<CMOLOCOLO 
C-~-  LO  CO  CVI  CO  i — I  ^  LP  IV  CM  IV  ^- 
CO  CD  I —  CD  ^t"  CD  I — OOO^^ 


CVI  CVJ  CVJ 


CVI  CVJ  CO  oo  oo 


coajr^.o^cNi^rHpv.rHoqcT) 
i^rsii^i^^diricvir-l^ivKt 

COCVJCOLO^-COCOCVJCOLOCDCO 

oo  lo  co  co  co  to  co  h- r»»  iv  iv  i — 


CVJ 

I 


CO  CO 
LO  CO 


(v  lo  CO 
CO  i — i  CO 


• — J  IV  CO 

••^  co  cvj 


i —  lo  rv 
rvoco 
i — TcvTcvj" 
fee 


r— i  ^a-  co 
co  co  cvi 
coajo_ 
cvTcvTco" 


co  oo  cvi 

CVJ  CD  CO 

r —  iv  r — 


^LOrHO) 

a_>  r —  oo  oo 

OjOCTJ  CO  CO 

cz  o  o  o 
a> 


couocdt— icvjco-^-Locorvcoco  iiooLO, — i 
corvcooococooococoooooco  a>corvco 

CO  CO  CO  CO  CO  CO  CO  CO  CO  CO  CO  CO  "-CO  CO  CO 


O  TD 

cz  cz 


204 


Q_ 

<C 

or 

f  T 

o 

U-l 

TO 

CD 

'  ' 

or 

O 

or 

>- 

CO 

«< 

or 

LU 

> 

o 

CJ> 

l_L_ 

o 

1  1  1 
Q_ 

>- 

m 

L: 

CO 
1  i  1 

111.11 

U-l 

 i 

= 

O 

or 

1 

LU 

LU 

s 

U_l 

s 

U_l 

CD 

<C 

or 

2 

CO 

U-l 

U-l 

CO 

or 

=3 

QO 

UJ 

or 

<t 

Q 

U-l 

> 

or 

UJ 

GO 

CO 

1 

or 

U-l 

o_ 

O-nO- 


CO 


Q-  a,  a, 


CO  TD 

a3  > 
a.  C- 

as 


,  _  CL>  CO 


CO  CO  CM  CD 
CO  * — I  CM  CM  CM 


CO  CD 
OO  CO 
CO  .—i 


r-~  cd  r— i  co 

i — I  CD  i — I  i — I 


co  «=d-  co  co  «— • 

CVJ  CO 

«=3"  LO 

CO  CO  CO  ""=3- 

CO  CO  r —  CT>  1 

CO  CD 

CVJ  CO 

CMCOCMCn 

V,  T  J                                      V.  T  J 

lo  r —  cd  oo  co 

CD  CO 

CVI  CVM — .  CVJ 

oS  CO  CVI  CO  ' — i 

lo  iv 

r-^  co 

CO  CO  CO  LO 

r —  co  co  i — i 

1  CO 

i — i  co 

-=J"  •— •  CO  "=3- 

1  OO  CO  CO  CD 

r~»  co 

co  r~- 

co  co  co  r-~ 

CD  i — I  CO  CO  CO 

lo  «=*- 

CVJ  CO 

LO  CVJ  CO  CD 

LO  CD  < — lOO^t 

. — i  CO 

co  ^j- 

O^OOLO 

"Si"  tO  CD  CVJ  CO 

co  co 

CO  CD 

CD  CO  CO  CO 

CO  CD  CO  CO  CD 
CD  OO  CVJ  CD  CO 
COLO^-OI^ 

LO  CVI 
LO  ^1- 
LO  CD 

LO  CO 
LO  "=3" 

co  -=3- 

r-~- 
co 

CVJ 

OO  CO  "=d" 

co  co  co 
r —  lo  cvj 

CO  CO  CO  CO 

CO 

co 

CD 

CD 

r^Tr-TcD" 

oo  cd  r~— ■  i — - 

CVJ 

CO 

co 

CVJ 

fOtHh. 

co  co  r — ■  i — J 
r--  cd  cvj  co 

r— 1  r— 1  CVJ  CVJ 

cvj 
co 

CVJ 
CVJ 

cvj 

CO 
CVJ 

co 

CO 
CVJ 

co 

CO 
CVI 

LO 
CO 
CVJ 

i — *  CO  CD 

«  1  CVJ  p~— 

CVJ  CVJ  , — 1 

CD  CMI  CD  CO 

■^l-i —  r~-  cd 
r —  co  «=d- 

CD 
CO 

oo 

CO 

r-— 

CO 

CO 
CD 
LO 

co 
oo 

CO 

CD 

oo 
oo 

CO 
CVJ 
CO 

. — IP^CO 

r-~  i — i  cd 

LO  1  CO 

CVJ  CVJ  CO  CO  CO 

OJ  CVJ 

OJ 

cvT 

CO  CVJ  CVJ  CVJ 

«=d-  co  lo  -=d-  ^t- 
co  oo  lo  r —  oo 
cvi^  I — co  co^ 

crTcoco'^t  ^ 


CVJ  CO  CO  oo 

^Lridivod 

CO  CD  CVJ  LO  CO 

i^rvoooooo 


CD  CO 
CO  oo 
OO  i — I 


co  r--. 
.— «  co 


CVJ  ^3- 
CD  CVJ 

I —  r-» 


CO  I  CO  ^t" 

CO  . — i  LO  CO 

I  CVJ  CO  I  

CO  CO  CO  CO 


CVJ  CO  ' — •  i — • 

r---  cd  i — I  p*^ 

i — I  CD  i — I  CVJ 
OO  IV  OO  IV 


CT3  oa 

as  co 


cz  m 


00  c5 


■  •  CO  CO 
5  TOO 
O  CO 

CO  "L_  L_ 

»—  o  o 

CO  ^  ^ 


CO 

o 

CO 

or 


205 


cn 
oo 
cn 


cn 


>- 
CO 


CD 


> 

o 


o 


>- 
CO 


O  oo 
cn  cj> 


§5 


i_U  C_3 
CO  3= 

co  <c 
~  cn 

Q=  O 
O  ^ 

U_  U_l 

OO  Q 


oo 

OC 
=> 
CO 


OO 
OO 


o 

oo 


£2  o3  <=>  o 


8.S 


J2   CD  <=>  ~0 


CD 

E 

QJ 
Q_ 

co  « 
c5  2 

CO  

o  S 
CO  ~§ 


O-nO  — 


1 
i. 


<tDO"=tOOUD<CSJI  LO  cn  to 

ZtDCOCM^t^tZ. — I  CO  CO  "=3-  CVJ 

c\j  cd  r —  oo  cn  co  ■ — icvicnj^j- 
eo   r  r  r  r  ? 


uo  oo  cvj  <c      cn  - — i^i — 


<  oo  cm 
^  ^ 

i — I  CD 


<  ^t;  oo  o>  tn  . — i  u-)  lo  o  oo  o  o  <si — 

Z^co'iDddcriuSdr^dLO  ^  lo  °H 

r —  oo  lo  lo  r —  ooi — i  cm  ^-  cooo  cvj 

^■cocdcococdni —  r —  I —  r-^ 


<mrocDooo<coLnoooc\j 
ZidcoOi — i  oo  z  *=J"  c^J  r —  u"3  r-~- 
^J"C75. — ico^t        co  i —  CDIVCD 

eo-   r  r  r   r  r  r  r  r 


<r^ooooo<«*cnococNi 
z?*-  i —  cn  co  < — iLO^cvicvji — i  r-—  oo 

Or^^-i-HLO  CMCDCDOO'* 


^  oo'  <R 


cvjco^j-LOLn 


r-—  i —  i —  oo  cn 


cn 

r-- 

CO 

cn 

oo 

CO 

CO 

oo 

cd 

Cvj 

CO 

cn 

cn 

CO 

CVJ 

LO 

LO 

LO 

cvj 

Cvj 

s  1 

CO 

CO 

CVJ 

CVJ 

CVJ 

CVJ 

CVJ 

CVJ 

CVJ 

Csl 

CVJ 

<C  CO  r— 1 

CVI 

cn 

CD 

OO  CO  oo 

CO 

CO 

r--~, 

CO 

CO 

^ 

cn 

CO 

CO  LO 

CO 

oo 

uo  r^rv 

oq 

CVJ 

cvj" 

CvF 

cvj"  cvT  cvj" 

cvj~ 

<00^-rHi-HOO<LnC\J^-LOrH 

z^t^oocoLnzLncooji — too 
lo  lo  co  ■^j-  co  ooocorHin 

i — r  cvT  cvT  oo~  oo~      oo"      oo"  «=3-" 


<lo. — i  cvj  cn  oo  lo  co  co  co  r —  oo 
^  cn  ^t-  lo  oo  oo  cn  cd  i — I  lo  oo  < — i 
^■Or- icocvjoocooocncocvj 
lo  co  co  co  co  co  co  co  r —  i — 


<E  -Sf  — I 


OO  LO  CO 


CM  CO  ^  LT)  CD  l"v  OO  CO 


o 

CO 

sei- 

ner 

CO 

cxo 

cz 

CO 

•cn 

oocn  cr 

cn 

crj  , — 

"cr  G 

o 

CD  -•— 

iz.  co  lo  i— n 

co  co  r-» 

i-Lcn  cn  cn 

  i— 

— 

CO 

=3 

cz 

206 


CD 

CO 

CO 

or: 

o 

en 

YEA! 

>- 

Dp 

-a: 

GE 

<£ 

Q£ 

U_l 

o 

o 

UJ 
Q_ 

^ 

>- 

QQ 

CO 



"  „ 
OD 

uu 

=3 

i_U 

■~ 

s 

™ 

CD 

1 

LU 

CO 

LU 

CAR 

It 

AC 

Q 

LU 

< 

s 

Q 

s-mi 

< 

«r 

Ll_ 

_z 

Q 

DC 

Q 

i_Lj 

S» 

LU 

CO 

go 

o 

ce 

U_J 

2= 

=  -o 
5  E 


w>  to 

&2 


r—  CX<— ,  CD 

S2  aio  o 
a>  >  _J 
a-  £  £ 


to 


CO  CSJ  CO  •— I  CO 

CD  CO 

co  co 

CO  CO  CO  i— i 

CSJ  CSJ  CO  CO  .  1 

r~—  co 

CD  ^1" 

i — I  CD  LO  LO 

oo  co  *=cf-  to 

CN1  CD 

co  co 

CD  CSJ  CO  CO 

co  lo  co  un  r — 

^j-  co 

co  co 

CO  CO  CO  CO 

i     1  c    J  — ■  LCD  LCD 

LCD  CD  LO 

co  co  co  co  r  ■ 

to  co 

CO  CD  P-—  i — i 

r--.  i — .  co  cp  csj 

^  co 

•— •  CO 

CO        CO  CO 

co  csj  csj  co  «=3- 

CCD  CD 

p — .  co 

»^f-  OO  CO  LCD 

CSJ  CO  CO  CO  CD 

co  co 

co  r-- 

csj  co  r —  cd 

i —  r---  i —  i —  co 

r —  co 

r-^  r-- 

tDOO. — iOO 

CSJ  CsJ 

CO  CD 

CO  CD  CO  "^1- 

csj  csj  lo  co 

LO  1 — - 

CO  CSJ  CO  CD 

co  r-—  co  co  cxi 

OO  ' — f 

oo  on 

CSl^CO^CO^i — ^ 

i — Ti — Ti — TcsTcsT 

. — TcvT 

r— TcvT 

csT . — r, — Tcsj" 

CO  CD  LO  CSJ  LO 

i — i  CO 

r —  r — 

CO  CD  CO  1 — 

c    1  CO  C  CD  C  CD  c  1 

p^j  J— J  '  ' 

CNJ  LCD  OO  CSJ  OO 

^D  CO 

CD  CSJ  LCD  CD 

CD  CO  CO  CO  CO 

afaD 

CO  CD 

^-Tco"ocTr— T 

r — ■  co  lo  co  cd 

CD  . — < 

-sd-  CD 

LCD  1  .  CD  LO 

co  co  r--"  co  i — < 

LCD*  CD 

csj  r — ! 

r — !  oo  i — !  cd 

co  r-»  co  .— i 

CO  CO 

CD  CNJ 

CD  CD  CSJ  CO 

i  1  i  li — 1  CSJ  CSJ 

. — I  CSJ 

CSJ  CSJ 

CSJ  CSJ  CSJ  i— 1 

0  0)^0"^ 

CO  1 — 

CO  CSJ  CO 

-=3-  CD  -=3-  r-.  ^ 

t— t  CO 

CO  CD 

LO  CO  CD  CO 

i — ^CO^' —  CO^CD^ 

<=-L<— t 

I — ^CD  CSJ  CD^ 

co"  csT  co"  co"  co 

co~co 

crT^a-"" 

CO  CO  CO  CO 

CD  CO  CO  CO  CO 

1  CO 

Csj  CD 

CD  LO  LO  CO 

LCD 

Lf"3  C\J  Lf^  r****" 

C  <  J  CO  LCD  f  fj  LCD 

Csl  CO 

O'J  CNJ  CO  CUT) 

«^r~  ^  ^ 

<^ 

•^r^rLo" 

0)0001 — -CD 

LCD  CO 

i— t  co  lo  ^d- 

CD  CD  CD  CO  CO 

CXI  -5^ 

CO  CO  LCD  LCD 

r — .  cd  co  csj  cd 

1 —  CD 

CsJ  CVI 

LO  CSJ  CO  '  1 

CD  CD  CD  1  CO 

co  co 

r-~~  i — 

r— ■  r-~  i —  r — 

CO   CO   CO  CO 

co  crj  co 
a>  cd  aD  od 

>N   >X   >,  >N 


o  o  o  o 


O  OD 

a)  t_  t_ 


<C  co 


I  1 


X 

cu 

OO 


207 


TABLE  34.— USE  OF  INPATIENT  HOSPITAL  SERVICES  BY  MEDICARE  ENROLLEES,  BY  TYPE 
OF  ENROLLEE  AND  TYPE  OF  HOSPITAL:  CALENDAR  YEAR  1990  1 


Type  of  enrollee  and  type  of 
hospital 

Rilk 
Dlllb 

2 

Covered  days  of  care 

Reimbursements  in  dollars 

Num- 
ber in 
thou- 

Per 
1,000 
enroll- 

Num- 
ber in 
thou- 

odIIUo 

Per  bill 

Per 
1,000 
enroll- 

Amount 
in  millions 

Per  bill 

Per 
1,000 
enroll- 

sands 

ees 

ees 

All  enrollees: 

All  hospitals  

11,022 

322 

94,898 

8.6 

2,775 

3  57,905 

5,254 

1,693 

Short-stay  

10,566 

309 

89,922 

8.5 

2,629 

3  56,369 

5,335 

1,648 

Long-stay  

455 

13 

4,976 

10.9 

145 

1,536 

3,373 

45 

Psychiatric  

265 

8 

2,590 

9.8 

76 

603 

2,274 

18 

All  other  

190 

6 

2,386 

12.6 

70 

933 

4,908 

27 

Aged: 

All  hospitals  

9,654 

312 

83,332 

8.6 

2,693 

3  51,247 

5,308 

1,656 

Short-stay  

9,386 

303 

80,183 

8.5 

2,591 

3  50,198 

5,348 

1,622 

Long-stay  

268 

9 

3,149 

11.7 

102 

1,049 

3,911 

34 

Psychiatric  

100 

3 

1,023 

10.3 

33 

263 

2,645 

9 

All  other  

169 

5 

2,126 

12.6 

69 

786 

4,659 

25 

Disabled: 

All  hospitals  

1,368 

420 

11,565 

8.5 

3,553 

3  6,643 

4,858 

2,041 

Short-stay  

1,180 

363 

9,739 

8.3 

315 

3  6,171 

5,228 

1,896 

Long-stay   

187 

58 

1,827 

9.8 

561 

472 

2,520 

145 

Psychiatric  

166 

51 

1,566 

9.5 

481 

340 

2,050 

104 

All  other  

21 

7 

260 

12.1 

80 

132 

6,142 

41 

1  Preliminary  data.  Detail  may  not  add  due  to  rounding. 

2  Discharges  not  available  by  type  of  hospital. 

3  Adjusted  for  estimated  PPS  passthrough  amounts. 

Note:  Only  services  rendered  by  inpatient  hospitals  are  included. 

Source:  Health  Care  Financing  Administration,  Bureau  of  Management  and  Strategy,  unpublished  data. 
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TABLE  35.-USE  OF  SHORT-STAY  HOSPITAL  SERVICES  BY  AGED  MEDICARE  ENROLLEES,  BY 
FISCAL  YEAR  OR  1989  DEMOGRAPHIC  CHARACTERISTICS 


Calendar  year,  period,  or 
1989  characteristic 


Aged 
hospital 
insurance 
enrollees 
(in 

thou- 
sands) 1 


Discharges 


Number 
(in 
thou- 
sands) 


Per 
1,000 
enrollees 


Total  days  of  care 


Number 
(in 

thousands) 


Per 
dis- 
charge 


Per 
1,000 
enrollees 


Total 
charges  (in 
millions) 


Year: 


1975  

22,472 

7,285 

324 

81,592 

11.2 

3,631 

11,853 

1980  

25,104 

9,051 

361 

96,772 

10.7 

3,855 

28,114 

1981  

25,591 

9,400 

367 

98,223 

10.3 

3,838 

33,564 

1982  

26,115 

9,817 

376 

100,431 

10.0 

3,846 

40,875 

1983  

26,670 

10,152 

381 

99,740 

9.9 

3,740 

47,851 

1984  

27,112 

9,705 

358 

86,062 

8.9 

3,174 

46,964 

1985  

27,683 

8,918 

322 

76,926 

8.6 

2,779 

47,371 

1986  

28,257 

8,917 

316 

77,240 

8.7 

2,733 

52,623 

1987  

28,822 

9,000 

312 

79,804 

8.9 

2,769 

60,900 

1988  2   

29,312 

9,146 

312 

80,938 

8.8 

2,761 

69,920 

1989  

29,869 

9,026 

302 

79,784 

8.8 

2,671 

78,204 

Annual  percentage 

change  in  period: 

1975-1982 

2.2 

4.4 

2.1 

3.0 

-1.6 

0.8 

19.3 

1982-1989 

1.9 

-1.2 

-3.1 

-3.2 

-1.7 

-5.1 

9.7 

Age- 

65-69  years 

9,511 

NA 

NA 

NA 

NA 

NA 

NA 

70-74  years 

7,640 

NA 

NA 

NA 

NA 

NA 

NA 

75-79  years   

5,801 

NA 

NA 

NA 

NA 

NA 

NA 

80-84  years 

3,758 

NA 

NA 

NA 

NA 

NA 

NA 

85  years  or  over ... 

3,160 

NA 

NA 

NA 

NA 

NA 

NA 

Sex: 

Male  

12,038 

NA 

NA 

NA 

NA 

NA 

NA 

Female  

17,831 

NA 

NA 

NA 

NA 

NA 

NA 

Race: 3 

White  

26,156 

NA 

NA 

NA 

NA 

NA 

NA 

All  other  

2,799 

NA 

NA 

NA 

NA 

NA 

NA 

Census  region: 

Northeast  

6,618 

NA 

NA 

NA 

NA 

NA 

NA 

North  central  

7,470 

NA 

NA 

NA 

NA 

NA 

NA 

South  

9,883 

NA 

NA 

NA 

NA 

NA 

NA 

West  

5,290 

NA 

NA 

NA 

NA 

NA 

NA 

1  As  of  July  1. 

2  Preliminary.  Final  data  are  estimated  to  be  about  3  percent  higher  than  the  amounts  shown  for  1988. 

3  Excludes  unknown  race. 


NA— Not  available. 

Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy. 
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TABLE  40.— NUMBER  OF  PLANS  AND  PERSONS  ENROLLED  IN  MEDICARE— CONTRACTING 
PREPAID  HEALTH  PLANS:  DATE  AS  OF  NOVEMBER  1, 1991 


Current  contract  summary  or  Enrollees 


Total  prepaid  contracts  ..  172  2,145,009 

Risk                                                                93  1,375,176 

Cost                                                                25  136,360 

Demos  (SHMO's)                                                      4  17,728 

HCPPs   50  615,745 

Percent  of  total  Medicare  beneficiaries   6.3 


Medicare  risk:  Contracts  with  a  Health  Maintenance  Organization  (HMO)  under  authority  of  section  1876  of 
the  Social  Security  Act,  as  amended  by  the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA). 

Cost  basis:  Contracts  under  authority  of  section  1876,  but  services  rendered  by  HMO  are  reimbursed  on  a 
cost  basis;  HMO  assumes  no  risk. 

Demo:  Projects  operated  on  a  demonstration  basis. 

HCPPs,  GPPPs:  Health  Care  Payment  Plans  and  Group  Prepayment  Plans  contracts  under  authority  of  section 
1833.  HCPPs  and  GPPPs  involve  only  physician  and  supplier  services,  and  are  reimbursed  at  80  percent  of 
reasonable  cost. 

Source:  Health  Care  Financing  Administration. 

Omnibus  Budget  Reconciliation  Act  of  1990 

(Public  Law  101-508) 
medicare  provisions 

1.  Hospital  capital  payments 

Capital  payments  to  Prospective  Payment  System  (PPS)  hospitals 
are  reduced  15  percent  in  fiscal  year  1991.  In  fiscal  years  1992 
through  1995,  total  payments  to  hospitals  are  reduced  by  an 
amount  equal  to  10  percent  of  what  otherwise  would  have  been 
paid  on  a  cost  basis  for  capital.  Rural  Primary  Care  Hospitals,  Es- 
sential Access  Community  Hospitals  (EACHs),  and  sole  community 
hospitals  are  exempt  from  the  reductions. 

2.  Prospective  payment  system  (PPS)  hospitals 

(a)  Hospital  payment  adjustments. — The  hospital  update  factors 
for  fiscal  years  1991  through  1995  are  set  as  follows:  fiscal  year 
1991 — market  basket  minus  2  percentage  points;  fiscal  year  1992 — 
market  basket  minus  1.6  percentage  points;  fiscal  year  1993 — 
market  basket  minus  1.55  percentage  points;  fiscal  years  1994  and 
1995 — market  basket. 

(b)  Disproportionate  share  adjustments. — The  disproportionate 
share  adjustment  is  increased  for  urban  hospitals  with  over  100 
beds  by  increasing  the  multiplier  in  the  formulas  on  a  phased-in 
basis.  For  hospitals  where  the  disproportionate  patient  percentage 
("P")  is  between  15  and  20.2,  the  formula  is:  fiscal  years  1991,  1992, 
and  1993— (P-15)  0.6  +  2.5  (effective  January  1,  1991);  fiscal  year 
1994  and  thereafter — (P-15)  0.65  +  2.5.  For  hospitals  where  the  dis- 
proportionate patient  percentage  ("P")  is  above  20.2,  the  formula  is: 


219 


fiscal  years  1991,  1992,  and  1993— (P-20.2)  0.7  +  5.62;  fiscal  year 
1994— (P-20.2)  0.8  +  5.88;  fiscal  year  1995— (P-20.2)  0.825  +  5.88. 

The  Secretary  of  Health  and  Human  Services  (the  Secretary)  is 
prohibited  from  restandardizing  payment  amounts  as  a  result  of 
this  provision. 

Hospitals  which  qualify  for  a  disproportionate  share  adjustment 
based  upon  revenue  for  indigent  care  received  from  State  and  local 
governments  receive  a  disproportionate  share  adjustment  of  35  per- 
cent. 

The  disproportionate  share  adjustment  is  made  permanent.  The 
Secretary  is  directed  not  to  restandardize  payment  amounts  as  a 
result  of  the  changes  in  the  disproportionate  share  adjustments 
made  by  the  Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA 
1989). 

(c)  Updates  for  rural  hospitals. — The  updates  for  hospitals  in 
rural  areas  are  set  as  follows:  fiscal  year  1991 — market  basket 
minus  0.7-percentage  point;  fiscal  year  1992 — market  basket  minus 
0.6-percentage  point;  fiscal  year  1993 — market  basket  minus  0.55- 
percentage  point;  fiscal  year  1994 — market  basket  plus  1.5-percent- 
age  points;  fiscal  year  1995 — the  percentage  increase  necessary  to 
close  the  gap  between  the  rural  and  the  other  urban  standardized 
amounts. 

(d)  Area  wage  index. — Effective  January  1,  1991,  the  Secretary  is 
directed  to  apply  a  wage  index  based  solely  upon  1988  data  without 
use  of  corridors  to  reduce  the  impact  of  the  use  of  the  new  data. 
The  Prospective  Payment  Assessment  Commission  (ProPAC)  is  di- 
rected to  analyze  the  impact  of  variation  in  occupational  mix  on 
the  area  wage  index,  and  report  to  the  Congress  by  March,  1991. 

(e)  Regional  floor. — The  regional  floor  is  extended  through  fiscal 
year  1993.  The  Secretary  is  directed  to  collect  the  necessary  data 
and  to  create  an  index  for  adjusting  payments  for  variations  in  the 
costs  of  nonlabor  inputs,  and  to  report  to  the  Congress  by  June  1, 
1993. 

(f)  Physician  assistant  payment  offset. — The  provision  of  the  Om- 
nibus Budget  Reconciliation  Act  of  1986  (OBRA  1986)  authorizing 
the  Secretary  to  reduce  payments  to  hospitals  and  skilled  nursing 
facilities  to  offset  charge-based  payments  for  the  services  of  physi- 
cian assistants  is  repealed. 

(g)  Prospective  Payment  assessment  commission  (ProPAC). — The 
purpose  of  ProPAC  is  defined  as  advising  the  Congress  on  the  de- 
velopment of  new  reimbursement  policies  and  the  modification  of 
current  reimbursement  policies  which  promote  the  delivery  of  effi- 
cient, accessible,  high-quality  health  care.  The  Commission  is  di- 
rected to  focus  on  payment  to  institutional  providers  including  hos- 
pitals, outpatient  departments,  skilled  nursing  facilities,  ambulato- 
ry surgery  centers,  and  others  which  may  be  defined  in  the  future. 

With  respect  to  PPS,  ProPAC  is  required  to  recommend  a  hospi- 
tal update  factor,  as  well  as  other  proposed  changes  in  current 
Medicare  reimbursement  systems,  to  the  Congress  by  March  1  of 
each  year.  The  Secretary  is  still  required  to  make  an  independent 
recommendation  on  the  update  by  March  1.  ProPAC  is  required  to 
submit  a  report  each  year  by  June  1  on  Medicare  PPS  and  the 
health  care  system.  This  publication  would  report  generally  on 
issues  and  problems  with  the  health  care  system  as  a  whole,  and 
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with  hospitals  and  other  institutional  providers.  The  requirement 
for  an  Office  of  Technology  Assessment  (OTA)  report  to  Congress  is 
eliminated.  The  requirement  for  the  report  to  Congress  on  the  Sec- 
retary's adjustments  to  PPS  is  eliminated. 

ProPAC  is  required  to  analyze  Medicaid  payments  to  hospitals 
and  report  to  the  Congress  by  October  1,  1991,  with  recommenda- 
tions relating  to  requirements  under  Federal  law  for  payments  to 
hospitals  by  Medicaid  programs. 

(h)  Geographic  classification  review  board. — The  application  of 
area  wage  indices  to  hospitals  newly  added  to  an  urban  area  by  a 
decision  of  the  Board  is  clarified.  The  deadline  for  applications  for 
fiscal  year  1992  only  is  extended  to  60  days  after  the  date  upon 
which  guidelines  for  applications  have  been  published.  A  number 
of  technical  corrections  are  made,  including  a  provision  clarifying 
the  Secretary's  authority  regarding  appeal  of  Board  decisions. 

3.  Hospital  DRG  payment  window 

In  order  to  curb  further  unbundling  which  has  occurred  since  the 
introduction  of  Medicare's  hospital  Diagnosis  Related  Group  (DRG) 
payment  system,  diagnostic  services  and  other  services  related  to  a 
hospital  admission  provided  on  the  day  of  the  admission,  and  for 
up  to  72  hours  prior  to  the  day  of  admission,  are  not  separately  re- 
imbursable under  part  B  if  part  A  is  the  primary  payer  for  the  ad- 
mission. The  rule  applies  to  diagnostic  services  provided  on  or  after 
January  1,  1991,  and  to  other  services  related  to  an  admission  pro- 
vided on  or  after  October  1,  1991.  The  new  rule  does  not  affect  the 
earlier  ban  on  payment  for  any  services  provided  24  hours  prior  to 
the  date  of  admission. 

4.  Payments  for  graduate  medical  and  nursing  education  under 

part  A 

The  Secretary  is  prohibited  from  making  any  recoupments  relat- 
ing to  overpayments  for  the  costs  of  graduate  medical  education  in 
fiscal  year  1991.  The  recoupments  would  be  made  over  a  4-year 
period,  with  one-quarter  of  the  amount  due  from  each  institution 
payable  in  each  of  the  4  fiscal  years  beginning  with  1992. 

The  clinical  education  costs  of  nursing  education  programs  are 
reimbursable  by  Medicare  under  specified  circumstances.  The  Sec- 
retary is  prohibited  from  recouping  any  alleged  overpayments  re- 
lating to  costs  which  will  be  allowable  under  this  provision,  and  to 
the  extent  such  recoupments  have  already  occurred,  must  refund 
the  money  to  the  hospitals  involved.  The  Secretary  is  directed  to 
audit  the  hospitals  involved  to  assure  that  costs  of  nursing  and 
allied  health  programs  were  properly  allocated,  and  that  hospitals 
did  not  improperly  inflate  these  costs. 

5.  PPS-exempt  hospitals 

PPS-exempt  hospitals  with  costs  in  excess  of  the  cost  limits  im- 
posed by  the  Tax  Equity  and  Fiscal  Responsibility  Act  (TEFRA) 
would  receive  50  percent  of  the  costs  in  excess  of  the  limit,  up  to  a 
ceiling  of  110  percent  of  the  limit. 

The  Secretary  is  directed  to  develop  a  new  prospective  payment 
methodology  for  exempt  hospitals  or  to  substantially  modify  the 
current  target-rate  system.  The  Secretary  is  directed  to  report  to 
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the  Committee  on  Ways  and  Means  and  the  Senate  Committee  on 
Finance  has  proposals  to  modify  or  replace  the  current  system  by 
April  1,  1992.  ProPAC  is  directed  to  report  to  the  Congress  with 
comments  on  the  proposal  by  June  1,  1992. 

The  Contractor  Performance  and  Evaluation  standards  are 
amended  to  require  fiscal  intermediaries  to  evaluate  and  forward 
applications  from  exempt  hospitals  for  exceptions  and  adjustments 
to  the  target  rates  within  60  days  of  the  filing  of  a  completed  appli- 
cation, unless  further  information  is  required  by  the  intermediary. 

The  grounds  on  which  the  Secretary  may  grant  an  appeal  for  an 
exception  and  adjustment  to  the  TEFRA  limits  are  clarified.  The 
grounds  include,  but  are  not  limited  to,  a  change  in  applicable 
technology,  medical  practice,  or  case-mix  severity  which  increases 
costs  above  the  target  rate,  or  a  change  in  wages  and  wage-related 
costs  in  the  geographic  area  of  the  hospital  which  exceed  the 
change  nationally  in  wages  paid  by  hospitals. 

6.  Hospice  benefit  extension 

Coverage  for  hospice  care  is  authorized  for  a  subsequent  period 
beyond  the  previous  210-day  limit,  if  the  beneficiary  is  recertified 
as  terminally  ill  by  the  medical  director  or  the  physician  member 
of  the  interdisciplinary  group  of  the  hospice  program,  effective  Jan- 
uary 1,  1990. 

7.  Continuation  in  part  A  payments  through  December  31,  1990 

Payments  to  hospitals  and  hospices  are  continued  at  fiscal  year 
1990  levels  for  the  period  October  21,  1990,  to  December  31,  1990. 
Fiscal  year  1990  standardized  amounts,  wage  indices,  regional  floor, 
and  the  15  percent  reduction  in  capital  payments  are  maintained 
for  that  period.  The  update  in  payment  for  hospices  is  similarly  de- 
layed through  December  31,  1990. 

8.  Miscellaneous  and  technical  provisions  relating  to  part  A 

GBRA  1990  includes  a  variety  of  minor  and  technical  amend- 
ments to  part  A.  These  amendments  (a)  extend  the  waiver  of  liabil- 
ity for  skilled  nursing  facilities  (SNFs)  and  hospices;  (b)  clarify  hos- 
pital obligations  with  respect  to  the  treatment  of  emergency  condi- 
tions through  treatment  of  violations  under  the  existing  process  re- 
lating to  hospitals  which  fail  to  meet  the  conditions  of  participa- 
tion; (c)  require  the  Inspector  General  of  Health  and  Human  Serv- 
ices (HHS)  to  study  State  prohibitions  on  the  employment  of  physi- 
cians; (d)  clarify  the  designation  of  rural  primary  care  hospitals;  (e) 
provide  an  update  of  SNF  routine  cost  limits;  (f)  clarify  the  exten- 
sion of  waivers  for  hospital  payment  demonstrations,  rural  hospital 
demonstrations,  and  nursing  home  demonstrations;  (g)  provide  for 
a  special  enrollment  period  in  part  A  for  health  maintenance  orga- 
nization (HMO)  members;  (h)  make  minor  and  technical  amend- 
ments in  the  nursing  home  reform  amendments  included  in  the 
Omnibus  Reconciliation  Act  of  1987  (OBRA  1987);  (i)  provide  for 
payment  of  extended  care  services  in  hospital  "swing  beds";  (j)  re- 
quire the  development  of  a  prospective  payment  system  for  SNFs; 
and,  (k)  provide  for  a  review  of  hospital  regulations  with  respect  to 
rural  hospitals.  OBRA  1990  also  made  a  variety  of  technical  correc- 
tions. 
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9.  Reduction  in  payments  for  certain  physician  services 

(a)  Overpriced  procedures. — OBRA  1990  reduced  the  1991  prevail- 
ing charges  for  procedures  identified  as  overpriced  in  OBRA  1989 
by  the  same  amount  as  the  prevailing  charges  for  those  procedures 
were  reduced  under  OBRA  1989.  These  reductions  were  effective 
January  1,  1991. 

OBRA  1990  also  reduced  by  6.5  percent  the  1991  prevailing 
charges  for  physicians'  services  that  were  not  included  in  the  first 
phase  of  the  Harvard  Resource-Based  Relative  Value  Scale  (RB 
RVS)  study,  but  identified  by  the  Physician  Payment  Review  Com- 
mission (PhysPRC)  as  overvalued.  Excluded  from  reduction  under 
this  provision  were:  (1)  OBRA  1989  overvalued  procedures;  (2)  radi- 
ology, anesthesiology,  and  pathology  services;  (3)  evaluation  and 
management  services;  (4)  certain  services  subject  to  a  national 
median  cap;  and  (5)  services  for  which  estimates  indicate  that  the 
national  average  prevailing  charge  was  overvalued  by  less  than  6.5 
percent. 

(b)  Radiology  services. — OBRA  1990  reduced  the  local  conversion 
factors  for  radiology  services  (other  than  portable  X-ray  services)  in 
1991  by  the  lesser  of  9.5  percent,  or  the  amount  (if  any)  by  which 
they  exceeded  the  1990  national  weighted-average  conversion 
factor,  reduced  by  13  percent  and  adjusted  for  geographic  differ- 
ences in  costs. 

A  special,  blended  geographic  adjustment  factor  applied  in  1991 
only,  and  reductions  in  local  conversion  factors  are  limited  to  9  per- 
cent in  1992. 

The  prevailing  charges  of  radiology  services  not  reimbursed 
under  the  fee  schedule  were  reduced  to  the  fee  schedule  amount, 
effective  January  1,  1991.  The  amount  payable  for  CAT  and  MRI 
scans  furnished  on  or  after  January  1,  1991,  was  reduced  by  10  per- 
cent. 

OBRA  1990  also  extended  through  1991  the  special  payment 
rules  that  applied  to  interventional  radiology  and  nuclear  medicine 
services  in  1990,  and  it  established  a  floor  on  local  conversion  fac- 
tors under  the  radiology  fee  schedule. 

Carriers  were  prohibited  from  applying  comparability  and  inher- 
ent reasonableness  limitations  to  services  under  the  radiology  fee 
schedule,  effective  January  1,  1991.  A  similar  provision  became  ef- 
fective for  other  physicians'  services  on  January  1,  1992. 

(c)  Anesthesiology  services. — The  local  prevailing  charge  conver- 
sion factors  for  physician  anesthesia  services  furnished  on  or  after 
January  1,  1991,  were  reduced  by  the  lesser  of  15  percent,  or  the 
amount  (if  any)  by  which  they  exceeded  the  1990  weighted  national 
average  prevailing-charge  conversion  factor,  reduced  by  7  percent 
and  adjusted  for  geographic  variations  in  costs.  A  floor  was  estab- 
lished for  local  prevailing-charge  conversion  factors. 

In  addition,  expiring  provisions  that  reduced  payments  to  anes- 
thesiologists for  supervising  multiple  concurrent  services  by  certi- 
fied registered  nurse  anesthetists  (CRNAs)  were  extended  through 
1995. 

(d)  Pathology  services. — OBRA  1990  reduced  the  1991  prevailing 
charges  for  physician  anesthesia  services  by  7  percent  below  1990 
levels.  An  exception  was  made  for  services  furnished  through  cer- 
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tain  independent  laboratories.  The  requirement  to  implement  a 
separate  pathology  fee  schedule  on  January  1,  1991,  was  repealed. 
Pathology  services  are  paid  under  the  RB  RVS  fee  schedule  begin- 
ning January  1,  1992. 

10.  Update  in  payments  for  physician  services 

(a)  Primary  care  services  and  other  physicians'  services. — The 
Medicare  Economic  Index  (MEI)  increase  for  primary  care  services 
was  limited  to  2  percent  for  calendar  year  1991.  Customary  and 
prevailing  charges  for  all  other  physicians'  services  were  frozen  for 
the  same  period,  and  the  1992  update  for  all  physicians'  services 
was  reduced  by  four-tenths  of  1  percent.  The  1992  update  is  1.9  per- 
cent. The  1991  freeze  did  not  apply  to  ambulance  services.  OBRA 
1990  raised  the  floor  on  prevailing  charges  for  primary  care  serv- 
ices to  60  percent  of  the  national  average  prevailing  charge  for  the 
service  involved,  and  provided  for  a  temporary,  1-year  increase  in 
the  extra-billing  limits  for  evaluation  and  management  services. 
For  1991  only,  these  limits  were  set  at  the  lower  of  the  physician's 
1990  maximum  allowable  actual  charge  (MA AC)  or  140  percent  of 
the  Medicare  allowable  amount  (rather  than  the  125  percent  limit 
that  applied  to  all  other  physicians'  services  in  1991).  The  limits  for 
1992  and  1993  are  120  percent  and  115  percent,  respectively,  of  the 
Medicare  allowable  amount. 

The  existing  authority  for  PhysPRC  was  amended  to  provide  for 
consideration  of  a  variety  of  issues,  including:  (1)  implementation  of 
the  RB  RVS;  (2)  further  development  of  the  volume  performance 
standard  system;  (3)  payment  incentives  to  increase  access  to  pri- 
mary care  and  other  services  in  inner-city  and  rural  areas;  (4)  the 
number  and  types  of  physicians  being  trained  and  payments  for 
graduate  medical  education;  (5)  physician  licensing  and  certifica- 
tion; (6)  medical  malpractice;  and  (7)  Administration  budget  propos- 
als relating  to  physicians'  services  under  Medicare. 

(b)  Physician  Medicare  volume  performance  standards  (MVPS). — 
The  Secretary  was  required  to  publish  separate  MVPS  for  surgical 
services  and  all  other  physicians'  services  for  fiscal  year  1991.  The 
standards  were  set  at  the  baseline  rate  of  growth  in  expenditures 
for  fiscal  year  1991,  minus  2  percentage  points.  The  two  standards 
reflected  the  same  rate  of  growth  in  volume  for  surgical  and  non- 
surgical services,  and  varied  only  to  the  extent  that  legislative  and 
regulatory  changes  have  differential  effects  on  the  two  categories 
of  services.  Publication  of  the  MVPS  must  occur  within  45  days  of 
enactment. 

11.  Other  provisions  relating  to  physician  services 

(a)  New  physicians  and  practitioners. — The  customary  charges  of 
new  physicians  in  1991  were  limited  to  80,  85,  90,  and  95  percent 
(of  the  amount  otherwise  payable)  in  the  first  through  fourth  years 
of  practice,  respectively.  Beginning  on  January  1,  1992,  these  per- 
centage limits  for  new  physicians  in  their  first  through  fourth 
years  of  practice  will  apply  to  the  amounts  recognized  under  the 
RB  RVS. 

Effective  January  1,  1991,  similar  limits  were  set  for  the  services 
of  certain  nonphysician  practitioners,  including  physician  assist- 
ants, certified  nurse-midwives,  qualified  psychologists,  nurse  practi- 
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tioners,  clinical  social  workers,  physical  therapists,  occupational 
therapists,  respiratory  therapists,  and  certified  registered  nurse  an- 
esthetists. 

(b)  Payments  for  assistant-at-surgery  services. — In  most  cases,  pay- 
ments for  the  services  of  a  physician  serving  as  an  assistant  at  sur- 
gery were  reduced  from  20  percent  of  the  primary  surgeon's  global 
fee  to  20  percent  of  the  intra-operative  portion  (80  percent)  of  the 
global  fee.  Thus,  payments  may  not  exceed  16  percent  of  the  global 
fee.  In  the  case  of  procedures  for  which  a  physician  serves  as  an 
assistant  at  surgery  less  than  5  percent  of  the  time,  no  separate 
payments  are  made  for  the  services  of  an  assistant  at  surgery. 

(c)  Technical  components  of  certain  diagnostic  tests. — Payment 
for  the  technical  component  of  certain  diagnostic  tests  is  limited  to 
the  national  median  of  the  reasonable  charge  (or  fee  schedule 
amount)  for  the  service  involved.  The  limits  do  not  apply  to  clinical 
laboratory  tests,  radiology  services  (such  as  portable  X-ray  serv- 
ices), or  procedures  subject  to  reduction  as  overvalued  procedures. 

(d)  Interpretation  of  EKGs. — Effective  January  1,  1992,  no  sepa- 
rate payment  are  made  for  the  routine  interpretation  of  an  electro- 
cardiogram (EKG)  is  performed  or  ordered  in  conjunction  with  a 
visit  or  consultation.  Payments  continue  to  be  made  for  the  techni- 
cal component  of  EKGs  performed  on  an  outpatient  basis. 

12.  Certain  administrative  changes  relating  to  physician  services 

(a)  Reciprocal  billing  arrangements. — Certain  reciprocal  billing 
arrangements  are  recognized  between  physicians  under  specified 
conditions  during  continuous  periods  not  in  excess  of  60  days. 

(b)  Study  of  prepayment  medical  review  screens. — The  Secretary 
was  directed  to  conduct  a  study  of  at  least  six  carriers  of  the  effect 
of  releasing  prepayment  medical  review  screen  parameters.  The 
report  is  due  October  1,  1992. 

(c)  Practicing  physicians  advisory  council. — OBRA  1990  estab- 
lished a  Practicing  Physicians  Advisory  Council  composed  of  15 
physicians  in  active  practice.  The  Council  will  review  and  comment 
on  proposed  regulations  and  carrier  manual  instructions  relating  to 
physicians'  services. 

(d)  Study  of  aggregation  rule  relating  to  part  B  appeals. — The  Sec- 
retary was  directed  to  conduct  a  study  in  at  least  four  carrier  areas 
of  the  effect  of  permitting  certain  changes  in  the  aggregation  rule 
with  respect  to  claims  under  appeal.  The  report  is  due  December 
31,  1992. 

13.  Screens  for  physician  visits  in  rehabilitation  hospitals 

The  Secretary  was  required  to  issue  guidelines  to  assure  a  uni- 
form level  of  scrutiny  by  carriers  in  cases  in  which  the  prepayment 
utilization  screen  parameters  established  under  section  4085  of 
OBRA  1987  have  been  exceeded. 

llf.  Study  of  regional  variations  in  impact  of  Medicare  physician 
payment  reform 

The  Secretary  was  required  to  study  the  factors  that  may  cause 
certain  geographic  areas  to  experience  disproportionately  large  re- 
ductions in  payments  for  physician's  services  under  the  RBRVS  fee 
schedule  for  physicians'  services  that  become  effective  in  1992,  and 
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to  report  to  the  Congress,  not  later  than  July  1,  1992,  on  appropri- 
ate adjustments  to  the  fee  schedule  to  compensate  for  these  reduc- 
tions and  to  ensure  continued  access  to  health  care  for  Medicare 
beneficiaries  in  those  areas. 

15.  Statewide  fee  schedule  areas  for  physicians '  services 

The  Secretary  was  required  to  consolidate  the  existing  payment 
localities  for  physicians'  services  in  Oklahoma  into  a  single  pay- 
ment locality  if  certain  conditions  are  met.  The  consolidation  was 
on  January  1,  1992.  A  similar  provision  was  also  included  for  Ne- 
braska. 

16.  Payments  for  hospital  outpatient  services 

(a)  Capital. — Capital  payments  for  hospital  outpatient  services 
were  reduced  15  percent  in  fiscal  year  1991,  and  10  percent  in  each 
of  the  four  subsequent  fiscal  years,  effective  for  portions  of  cost  re- 
porting periods  occurring  after  October  1,  1990.  Sole  community, 
essential  access  community  hospitals  (EACH)  and  rural  primary 
care  hospitals  (RPCH)  hospitals  are  exempt  from  the  reduction. 

(b)  Outpatient  services  on  a  cost-related  basis. — Payments  for 
services  on  a  cost  related  basis  are  reimbursed  at  94.2  percent  of 
costs,  effective  for  portions  of  cost  reporting  periods  occurring 
during  fiscal  years  1991  through  1995.  Sole  community  hospitals, 
EACH  and  RPCH  are  exempt  from  the  reduction. 

The  Secretary  was  directed  to  provide  for  the  development  of  a 
proposal  for  paying  for  hospital  outpatient  services  under  a  pro- 
spective payment  system.  In  developing  this  proposal,  the  Secre- 
tary must  consider  policies  which  provide  appropriate  limits  on 
growth,  adjustments  to  account  for  changes  in  types  of  patients 
treated,  volume,  technology,  and  medical  practice,  provide  incen- 
tives for  hospitals  to  control  costs,  and  other  issues.  The  Secretary 
must  also  consider  whether  payments  for  the  same  service  should 
vary  by  the  type  of  facility  in  which  the  service  is  provided,  such  as 
between  freestanding  facilities  and  hospital-based  outpatient  de- 
partments. 

The  Secretary  was  to  submit  a  proposal  to  the  Congress  by  Sep- 
tember 1,  1991,  and  ProPAC  must  analyze  and  comment  on  the 
report  by  March  1,  1992. 

(c)  Payments  for  ambulatory  surgery  and  radiology. — Ambulatory 
surgical  services  and  radiology  services  in  hospital  outpatient  de- 
partments are  subject  to  aggregate  cost  limits  based  on  a  42/58 
blend  of  the  hospital's  own  costs  and  the  rates  for  the  same  serv- 
ices provided  in  freestanding  facilities,  effective  January  1,  1991. 
The  special  limit  for  ambulatory  surgery  provided  in  eye  specialty 
hospitals  and  eye  and  ear  specialty  hospitals  is  extended  through 
1995. 

In  determining  the  payment  rates  for  intraocular  lens  (IOLs)  fur- 
nished during  or  subsequent  to  cataract  surgery,  the  Secretary 
must  recognize  an  allowance  of  $200  per  IOL,  effective  on  enact- 
ment through  December  31,  1992. 

17.  Durable  medical  equipment  (DME) 

(a)  Overpriced  DME. — OBRA  1990  reduced  payment  for  transcu- 
taneous electrical  nerve  stimulation  (TENS)  devices  by  15  percent, 
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effective  January  1,  1990.  This  reduction  is  in  addition  to  the  15- 
percent  reduction  in  payments  for  these  devices  mandated  by 
OBRA  1989.  Coverage  and  payment  for  seatlift  chairs  furnished  in 
1991  and  thereafter  is  limited  to  the  lift  mechanism  and  does  not 
include  the  chair. 

(b)  National  limits  on  fees. — Regional  limits  on  fees  are  repealed. 
National  upper-  and  lower-fee  limits  are  established  for  all  catego- 
ries of  DME  except  for  customized  equipment,  and  local  fees  above 
or  below  these  limits  are  phased  to  the  limiting  amount  over  a  3- 
year  period. 

The  upper  limits  for  an  item  are  the  weighted  average  of  the  fee 
schedule  amounts  that  apply  in  1991.  In  1991  and  1992,  payments 
are  capped  at  a  blend  of  the  local  fee  schedule  amount  and  the  na- 
tional limit.  In  1991,  the  blend  was  based  on  67  percent  of  the  local 
fee  and  33  percent  of  the  national  limit.  In  1992,  the  blend  is  based 
on  33  percent  of  the  local  fee  and  67  percent  of  the  national  limit. 
In  1993,  the  fee  schedule  amounts  in  areas  that  exceed  the  upper 
limit  are  set  at  the  national  limit. 

National  fee  "floors"  for  an  item  are  set  at  85  percent  of  the  na- 
tional upper  limits  in  1991.  In  1991  and  1992,  payments  are  subject 
to  a  lower  limit  equal  to  a  blend  of  the  local  fee  schedule  amount 
and  the  national  fee  floor.  In  1991,  the  blend  was  based  on  67  per- 
cent of  the  local  fee  and  33  percent  of  the  national  floor.  In  1992, 
the  blend  is  based  on  33  percent  of  the  local  fee  and  67  percent  of 
the  national  floor.  In  1993,  the  fee  schedule  amounts  in  areas  that 
are  below  the  national  floor  is  set  at  the  floor. 

Fees  in  areas  that  are  between  the  national  average  and  85  per- 
cent of  the  average  are  not  affected  by  this  provision. 

(c)  Rental  cap  items. — Payments  for  the  rental  of  DME  rental-cap 
items  are  based  on  a  fee  schedule  equal  to  10  percent  of  the  pur- 
chase price  for  the  first  3  months  of  rental,  and  7.5  percent  of  the 
purchase  price  for  the  4th  through  15th  months  of  rental. 

Purchase  prices  for  rental  cap  items  are  reduced  by  the  percent- 
age difference  between  the  average  submitted  charge  and  the  aver- 
age allowed  charge  for  a  base  period  (the  final  nine  months  of 
1988). 

Patients  must  be  given  the  opportunity  to  purchase  rental  equip- 
ment in  the  10th  month  of  rental.  If  the  patient  chooses  the  pur- 
chase option,  payments  will  continue  through  the  13th  month.  In 
the  case  of  a  power-driven  wheelchair,  the  beneficiary  is  permitted 
to  purchase  the  item  at  the  beginning  of  the  period  of  medical 
need. 

Noncustomized  motorized  wheelchairs  are  recategorized  as  rental 
cap  equipment.  OBRA  1989  had  categorized  them  as  "frequently 
purchased"  equipment.  The  option  for  treating  wheelchairs  as  "cus- 
tomized" remains  unchanged. 

If  the  Secretary  does  not  issue  regulations  defining  "customized" 
wheelchairs  by  January  1,  1992,  a  statutory  definition  will  become 
effective. 

(d)  Oxygen  retesting. — Beneficiaries  who  qualify  for  oxygen  ther- 
apy for  an  initial  period  of  3  months  will  be  retested  (based  upon 
criteria  established  by  the  Secretary)  to  confirm  their  continued 
need  for  oxygen  use,  prior  to  continuing  payments  for  oxygen  ther- 
apy beyond  the  initial  3  months. 
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(e)  Useful  lifetime  of  rental  equipment — A  reasonable  useful  life- 
time for  rental  cap  items  and  frequently  serviced  items  is  estab- 
lished. The  useful  lifetime  is  5  years,  unless  the  Secretary  finds, 
based  on  program  experience,  that  a  longer  or  shorter  period  is  ap- 
propriate for  an  item.  After  an  item's  useful  lifetime  is  reached 
during  a  continuous  period  of  medical  necessity,  the  Secretary 
must  provide  for  a  new  cycle  of  rental  payments.  Carriers  are  per- 
mitted to  begin  an  earlier  cycle  of  new  rental  payments  for  equip- 
ment that  is  lost  or  irreparably  damaged. 

(f)  DME  update. — The  update  for  DME  is  reduced  by  1  percent  in 
1991  and  1992. 

(g)  Enteral  and  parenteral  nutrients,  equipment,  and  supplies. — 
Payment  levels  for  enteral  and  parenteral  nutrients,  equipment, 
and  supplies  were  not  updated  in  1991. 

(h)  Administrative  procedures. — Suppliers  are  prohibited  from 
distributing  completed  or  partially  completed  Medicare  medical-ne- 
cessity forms  to  physicians  or  beneficiaries.  Suppliers  who  distrib- 
ute such  forms  are  subject  to  civil  monetary  penalties. 

For  customized  equipment  and  equipment  designated  by  the  Sec- 
retary as  frequently  subject  to  unnecessary  utilization,  suppliers 
must  obtain  prior  approval  of  the  item  from  a  carrier  in  a  form  de- 
termined by  the  Secretary.  Items  subject  to  this  provision  include 
seatlift  mechanisms,  TENS  equipment,  power-driven  scooters,  and 
such  other  items  of  DME  as  determined  appropriate  by  the  Secre- 
tary. 

(i)  Orthotics  and  prosthetics. — Payments  for  orthotics  and  pros- 
thetics are  recodified  in  a  separate  subsection  of  law.  The  current 
requirements  relating  to  regional  fees  were  delayed  by  1  year.  Oth- 
erwise, payments  are  made  on  the  same  basis  as  under  previous 
law. 

Payments  for  orthotic  and  prosthetic  devices  were  not  updated  in 
1991. 

The  GAO  is  directed  to  conduct  a  study  of  payments  for  orthotic 
and  prosthetic  items  and  services  under  Medicare. 

In  addition,  the  Secretary  is  prohibited  from  issuing  regulations 
changing  coverage  for  conventional  eyewear  furnished  subsequent 
to  cataract  surgery  with  implantation  of  an  IOL,  and  coverage  is 
clarified  to  include  one  pair  of  eyeglasses  or  contact  lenses  follow- 
ing each  such  surgery.  There  was  no  change  in  coverage  of  special 
cataract  eyeglasses  or  cataract  contact  lenses. 

18.  Clinical  laboratory  services 

(a)  Laboratory  fee  schedule  update. — The  update  for  clinical  labo- 
ratory services  is  limited  to  2  percent  in  1991,  1992,  and  1993. 

(b)  Payments  for  laboratory  services. — Effective  for  services  fur- 
nished on  or  after  January  1,  1991,  the  national  limit  on  clinical 
laboratory  fee  schedules  is  reduced  from  93  percent  to  88  percent  of 
the  median  of  local  fee  schedules.  The  new  national  limit  is  based 
on  updated  fee  schedule  amounts. 

19.  Coverage  of  nurse  practitioners  in  rural  areas 

OBRA  1990  included  coverage  of,  and  direct  payment  for,  serv- 
ices of  nurse  practitioners  and  clinical  nurse  specialists  in  rural 
areas.  Payment  for  such  services  are  made  only  on  the  basis  of  as- 
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signment.  Payment  is  equal  to  80  percent  of  the  lesser  of  the  rental 
charge  or  the  physician  fee  schedule  payment  amount. 

20.  Coverage  of  injectable  drugs  for  treatment  of  osteoporosis 

Coverage  and  payment  is  authorized  for  an  injectable  drug  for 
the  treatment  of  bone  fractures  of  individuals  who  have  a  diagnosis 
of  postmenopausal  osteoporosis,  and  who  meet  certain  other  condi- 
tions, through  1995.  The  Secretary  must  study  the  impact  of  this 
coverage,  and  report  any  findings  and  recommendations  to  Con- 
gress by  October  1,  1994. 

21.  Separate  payment  under  part  B  for  the  services  of  certain  health 
practitioners 

OBRA  1990  included  certain  conforming  changes  with  respect  to 
the  coverage  of  services  provided  to  hospital  inpatients  by  psycholo- 
gists and  other  practitioners. 

22.  Reductions  in  payments  under  part  B  during  the  final  two 
months  of  1990 

Program  payments  under  part  B  (except  to  HMOs)  were  reduced 
by  2  percent  for  services  furnished  on  or  after  November  1,  1990, 
and  on  or  before  December  31,1990.  Beneficiary  liability  for  part  B 
cost-sharing  is  unaffected  by  this  reduction  in  the  same  manner  as 
under  a  sequester  order. 

23.  Payments  for  graduate  medical  and  nursing  education  under 
part  B 

OBRA  1990  prohibited  the  recoupment  of  overpayments  for  the 
costs  of  graduate  medical  education  in  fiscal  year  1991,  and  provid- 
ed for  a  phased  recoupment  over  the  subsequent  4-year  period.  In 
addition,  certain  changes  are  made  in  the  policy  for  payment  of 
nursing  education  costs,  and  recoupment  of  alleged  overpayments 
is  prohibited. 

24-  Certified  registered  nurse  anesthetists  (CRNAs) 

Payments  for  services  of  certified  registered  nurse  anesthetists 
are  revised  and  phased  in  over  a  6-year  period.  Payments  for  non- 
medically  directed  anesthesia  services  must,  by  1996,  be  consistent 
with  payments  estimated  for  similar  services  provided  by  physi- 
cians under  the  Medicare  fee  schedule.  Payments  for  medically  di- 
rected CRNA  services  must  also  be  phased  in  so  that  payments  in 
1995  are  70  percent  of  the  Medicare  fee  schedule  amount  for  anes- 
thesia services.  The  conversion  factors  for  CRNAs  are  subject  to  a 
cap  in  each  locality  equal  to  the  conversion  factor  for  physician  an- 
esthesia services. 

25.  Community  health  centers  and  rural  health  clinics 

OBRA  1990  clarified  the  basis  on  which  payments  can  be  made 
to  community  and  migrant  health  centers,  and  to  programs  for  the 
homeless,  effective  October  1,  1991.  Payments  are  based  on  an  all- 
inclusive  rate.  Provisions  effecting  rural  health  clinics  were  amend- 
ed to  expedite  the  certification  process,  permit  waiver  of  staffing 
requirements,  and  provide  for  uniform  screening  guidelines.  The 
General  Accounting  Office  (GAO)  was  directed  to  conduct  a  study 
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of  whether  physicians  practicing  in  community  and  migrant  health 
centers  are  able  to  obtain  admitting  privileges  at  local  hospitals. 

26.  Partial  hospitalization  in  community  mental  health  centers 

Coverage  of  partial  hospitalization  services  is  extended  to  com- 
munity mental  health  centers  that  meet  applicable  licensing  or  cer- 
tification requirements  of  the  state  in  which  they  are  located. 

27.  Coverage  of  mammography  screening 

Medicare  coverage  is  extended  to  include  mammography  screen- 
ing. The  benefit  is  similar  to  the  benefit  enacted  in  Public  Law 
100-360,  the  Medicare  Catastrophic  Coverage  Act  of  1988,  and  is  ef- 
fective for  services  provided  on  or  after  January  1,  1991. 

For  women  over  65,  biennial  screening  is  covered  with  the  limita- 
tion that  23  months  must  have  elapsed  since  the  last  screening.  For 
disabled  women,  screening  is  not  covered  for  individuals  under  the 
age  of  35;  a  baseline  screening  is  covered  for  those  between  the 
ages  of  35  and  40;  biennial  screenings  are  covered  for  those  who  are 
not  at  high  risk  between  the  ages  of  40  and  49  (provided  23  months 
have  elapsed  since  the  last  screening);  and  annual  screenings  are 
covered  for  high  risk  women  between  40  and  49  and  all  women  be- 
tween 50  and  64  (provided  11  months  have  elapsed  since  the  last 
screening). 

Payment  is  equal  to  80  percent  of  the  least  of:  (1)  the  actual 
charge;  (2)  the  radiology  fee  schedule  amount  (for  both  the  profes- 
sional and  technical  components  of  screening  mammography);  or 
(3)  a  specified  limit  of  $55  in  1991,  updated  in  the  same  manner  as 
the  MEI  between  1991,  1992,  and  subsequent  years. 

On  unassigned  claims,  the  actual  charges  of  the  physician  provid- 
ing mammography  services  are  subject  to  a  limit  of  125  percent  in 
1991,  120  percent  in  1992  and  115  percent  of  the  payment  amount 
in  1993. 

28.  Miscellaneous  and  technical  provisions  relating  to  part  B 

(a)  Prevention  demonstrations. — The  Medicare  prevention  demon- 
strations are  extended  for  one  year,  with  a  $1.6  million  increase  in 
authorized  funds. 

(b)  Alzheimer's  disease  demonstration  projects. — The  Alzheimer's 
disease  demonstration  projects  are  extended  to  4  years,  with  a  $15 
million  increase  in  authorized  funds. 

(c)  Disclosure  of  ownership. — The  requirements  for  disclosure  of 
certain  ownership  information  by  suppliers  and  certain  other  enti- 
ties providing  services  under  part  B  are  clarified. 

29.  End  stage  renal  disease  (ESRD) 

(a)  Payments  to  dialysis  facilities. — The  Secretary  is  required  to 
maintain  the  rate  for  hospital-based  and  freestanding  facilities  at 
the  rate  in  effect  September  30,  1989,  without  regard  to  reductions 
imposed  by  OBRA  1990.  Effective  January  1,  1991,  the  rate  in- 
creased by  $1. 

ProPAC  is  required  to  study  the  cost,  services  and  profits  associ- 
ated with  various  dialysis  modalities  provided  to  ESRD  patients 
and  make  recommendations  to  Congress  regarding  the  method  and 
the  levels  at  which  payments  should  be  established  for  dialysis 
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services.  The  Commission  must  report  its  findings  no  later  than 
June  1,  1992. 

(b)  Self-administration  of  erythropoietin  (EPO). — Effective  July  1, 
1991,  coverage  for  EPO  and  items  related  to  its  administration  is 
allowed  for  home  renal-dialysis  patients  who  are  competent  to  use 
the  drug  without  medical  or  other  supervision,  subject  to  the  meth- 
ods and  standards  established  by  the  Secretary  through  regulation 
for  the  safe  and  effective  use  of  the  drug. 

(c)  Payments  for  EPO. — Payments  for  EPO  are  revised  and  are 
based  on  1,000-unit  increments.  Beginning  January  1,  1991,  the 
Secretary  must  make  payments  of  no  more  than  $11  per  1,000 
units,  rounded  to  the  nearest  100  units.  In  subsequent  years,  the 
maximum  amount  payable  is  indexed  to  the  GNP-deflator. 

(d)  Demonstration  for  staff-assisted  home  hemodialysis. — The  Sec- 
retary is  directed  to  establish  a  3-year  demonstration  project  to 
evaluate  whether  staff-assisted  home  hemodialysis  services  are 
cost-effective  and  safe  for  qualified  ESRD  beneficiaries.  Individuals 
currently  receiving  staff  assistance  under  the  Secretary's  experi- 
mental authority  are  continued  under  that  authority,  subject  to  the 
terms  and  conditions  otherwise  in  effect. 

30.  Extension  of  secondary  payer  provisions 

(a)  Extension  of  transfer  of  data. — The  provision  originally  in- 
cluded in  OBRA  1989  was  extended  through  September  30,  1995. 

(b)  Extension  of  application  to  disabled  beneficiaries. — The  appli- 
cation of  secondary  payer  provisions  to  the  disabled  was  extended 
until  October  1,  1995. 

(c)  Extension  of  the  provision  applying  to  ESRD. — The  period 
during  which  employer-based  health  coverage  is  the  primary  payer 
for  ESRD  patients  was  extended  to  a  true  18-month  period.  The 
Comptroller  General  is  required  to  study  and  report  on  the  impact 
of  the  extension  on  individuals  eligible  for  Medicare  on  the  basis  of 
ESRD;  an  interim  report  is  due  January  1,  1993;  a  final  report  is 
due  January  1,  1995. 

(d)  Marketing  techniques. — It  is  unlawful  for  an  employer  or 
other  entity  to  offer  any  financial  incentive  not  to  enroll  in  a  em- 
ployee-sponsored group  health  plan  to  an  individual  who  is  a  Medi- 
care beneficiary,  unless  the  incentive  is  available  to  all  individuals 
eligible  for  membership  in  the  group  health  plan. 

SI.  Health  maintenance  organizations  (HMOs) 

(a)  Regulation  of  incentive  payments  to  physicians. — The  Secre- 
tary cannot  enter  into  a  contract  with  an  HMO  unless  certain  con- 
ditions regarding  the  physician  incentive  payment  plan  are  met.  In 
order  for  the  Secretary  to  assess  the  physician  incentive  plan  of  the 
HMO,  the  HMO  is  required  to  provide  descriptive  information,  sat- 
isfactory to  the  Secretary,  on  the  physician  incentive  plans  it  em- 
ploys for  services  to  Medicare  beneficiaries.  The  physician  incen- 
tive plan  employed  by  the  HMO  cannot  provide  specific  payments 
directly  or  indirectly  to  physicians  as  an  inducement  to  withhold  or 
limit  medically  necessary  services  to  a  specific  patient.  Physician 
incentive  plans  must  meet  two  criteria. 

The  HMO's  physician-incentive  plan  cannot  place  physicians  at 
substantial  financial  risk  (as  determined  by  the  Secretary)  for  serv- 
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ices  not  provided  by  the  physician,  or  by  the  physician  group, 
unless  the  HMO:  (1)  provides  adequate  and  appropriate  stop-loss 
protection  for  the  physician  or  the  physician  group,  including  as- 
suring that  the  stop-loss  protection  is  appropriate  to  the  size  of  the 
specific  physician  group  and  patient  panel,  as  determined  based 
upon  standards  developed  by  the  Secretary;  and  (2)  has  conducted 
periodic  surveys  of  enrolled  beneficiaries  to  determine,  among 
other  things,  the  degree  of  beneficiary  satisfaction  with  access  and 
quality. 

(b)  Requirements  with  respect  to  actuarial  equivalence  of 
AAPCC. — The  Secretary  is  required  to  revise  the  current  metho- 
dolgy  used  to  establish  the  adjusted  average  per  capita  cost  and 
report  to  Congress  with  a  proposal  by  January  1,  1992.  The  Secre- 
tary is  required  to  consult  with  the  American  Academy  of  Actuar- 
ies with  respect  to  the  proposed  payment  methodology.  GAO  is  re- 
quired to  review  the  Secretary's  proposal  by  May  1,  1992.  The  Sec- 
retary is  required  to  issue  a  final  rule  by  August  1,  1992,  effective 
for  contract  years  beginning  with  1993. 

(c)  Application  of  national  coverage  decisions. — Changes  in  Medi- 
care benefits,  known  as  ' 'National  Coverage  Decisions,"  promulgat- 
ed by  the  Secretary  from  time  to  time  throughout  the  year,  which 
significantly  change  the  cost  of  providing  benefits  to  beneficiaries, 
cannot  apply  to  risk  contracts  with  HMOs  in  any  contract  year 
unless  the  costs  of  the  change  in  coverage  were  included  in  the  Sec- 
retary's annual  notice  of  per  capita  rates  of  payment  for  benefici- 
aries enrolled  in  HMOs.  Enrolled  beneficiaries  will  receive  services 
covered  under  new  decisions  promulgated  after  the  required  no- 
tices on  a  fee-for-service  basis. 

(d)  Limits  on  payments  for  out-of-plan  services  under  part  B. — The 
limit  on  payment  under  part  B  for  out-of-plan  and  emergency  phy- 
sician services  provided  to  beneficiaries  enrolled  in  an  HMO  is  ex- 
tended to  all  out-of-plan  and  emergency  services  under  part  B,  in- 
cluding dialysis  services. 

(e)  Retroactive  enrollment. — Payments  on  behalf  of  beneficiaries 
enrolling  in  a  Medicare  risk-contract  HMO,  who  held  prior  mem- 
bership in  that  HMO  under  a  employer  group  contract,  are  permit- 
ted, effective  as  of  the  date  of  enrollment  for  up  to  3  months. 

(f)  Study  of  chiropractic  services. — The  Secretary  is  required  to 
study  the  extent  to  which  HMOs  make  chiropractic  services  avail- 
able to  enrollees. 

32.  Peer  review  organizations  (PROs) 

OBRA  1990  makes  certain  changes  in  the  PRO  program,  includ- 
ing: (a)  clarification  of  the  willing  and  able  standard;  (b)  provision 
for  the  exchange  of  information  and  coordination  of  review  activi- 
ties between  PROs  and  Medicare  carriers;  (c)  provision  for  the  ex- 
change of  information  between  PROs  and  State  licensing  boards, 
including  requiring  the  Secretary  to  notify  State  licensing  boards 
when  a  physician  is  excluded  from  Medicare;  (d)  assurance  of  the 
confidentiality  of  PRO  deliberations;  (e)  clarification  the  limits  on 
liability  for  PROs;  and  (f)  increase  in  the  involvement  of  optom- 
etrists and  podiatrists  in  the  review  of  services  provided  by  them. 
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33.  Patient  self-determination 

Hospitals,  skilled  nursing  facilities,  hospices,  home  health  agen- 
cies, and  HMOs  are  required  to:  (a)  provide  each  patient  with  writ- 
ten information  concerning  the  relevant  State  law  with  respect  to 
advance  directives  or  "living  wills,"  including  durable  powers  of  at- 
torney; (b)  inquire  whether  an  adult  patient  has  formulated  an  ad- 
vance directive;  and  (c)  document  whether  an  advance  directive 
exists  in  the  patient's  medical  record. 

34.  Miscellaneous  and  technical  provisions  relating  to  parts  A 
and  B 

OBRA  1990  makes  a  variety  of  minor  and  technical  amendments 
affecting  both  part  A  and  part  B  of  Medicare.  These  include  provi- 
sions which  clarify  hospital  and  physician  obligations  with  respect 
to  emergency  medical  conditions  by  providing  that:  (a)  negligent 
violations  may  lead  to  civil  monetary  penalties;  (b)  flagrant  and  re- 
peated violations  may  lead  to  exclusion  from  the  Medicare  pro- 
gram; and  (c)  the  inspector  general  must  consult  with  the  relevant 
PRO  to  assist  in  determining  whether  an  emergency  medical  condi- 
tion existed  and  whether  a  patient's  condition  was  not  stable. 

Also  included  are  provisions  which:  (a)  prohibit  issuance  of  regu- 
lations which  save  more  than  $50  million  prior  to  the  beginning  of 
fiscal  years;  (b)  prohibit  slowing  down  or  speeding  up  of  Medicare 
payments;  (c)  require  development  of  a  prospective  payment  system 
for  home  health  agencies;  (d)  adjust  the  home  health  wage  index; 
(e)  extend  waivers  for  Social  Health  Maintenance  Organizations 
and  expand  the  program  to  four  additional  sites;  (f)  clarify  defini- 
tions and  requirements  relating  to  physician  ownership  and  refer- 
ral; (g)  reestablish  case  management  demonstration  projects;  (h) 
provide  for  delegation  of  certain  civil  enforcement  powers  to  the  In- 
spector General;  and  (i)  prohibit  imposition  of  user  fees  for  hospi- 
tal, nursing  home,  and  other  facility  survey  and  certification. 

35.  Part  B  premium 

The  part  B  premium  is  set  as  follows:  $29.90  in  1991,  $31.80  in 
1992  $36.60  in  1993,  $41.10  in  1994  and  $46.10  in  1995.  The  premi- 
ums reflect  current  estimates  of  the  level  necessary  for  premiums 
to  cover  25  percent  of  program  costs  through  1995. 

36.  Part  B  deductible 

The  part  B  deductible  is  set  at  $100  in  1991  and  subsequent 
years. 

37.  Standards  for  Medicare  supplemental  insurance  (medigap) 

(a)  Simplification  of  policies. — Effective  for  medigap  policies 
issued  after  a  State  adopts  revised  standards  approved  by  the  Na- 
tional Association  of  Insurance  Commissioners  (NAIC),  or  1  year 
after  the  NAIC  approves  standards,  whichever  is  earlier,  medigap 
benefit  options  must  be  simplified  to  provide  for  a  core  group  of 
benefits,  and  up  to  a  maximum  of  nine  other  groups  of  medigap 
benefits,  as  defined  by  the  NAIC.  The  defined  core  group  of  bene- 
fits must  be  common  to  all  defined  medigap  benefit  packages.  All 
medigap  insurers  are  required  to  offer  the  core  group  of  benefits. 
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New  or  innovative  benefits  could  be  offered  in  addition  to  the 
benefits  provided  in  a  policy  that  otherwise  complies  with  the  ap- 
plicable standards.  Such  new  or  innovative  benefits,  if  approved  by 
the  State  (if  issued  in  a  State  with  an  approved  program)  or  by  the 
Secretary,  might  include  benefits  that  are  not  otherwise  available 
and  are  cost-effective. 

The  Secretary  is  authorized  to  waive  the  simplification  standards 
for  any  State  with  an  alterantive  simplification  program  in  place 
on  the  date  of  enactment. 

Noncompliance  with  simplification  standards  is  subject  to  a  civil 
money  penalty  of  not  to  exceed  $25,000. 

(b)  Uniform  policy  description. — Insurers  are  required  to  provide 
an  outline  of  coverage  using  uniform  language  and  format,  to  fa- 
cilitate comparisons  among  medigap  policies  and  comparisons  with 
Medicare  benefits.  The  outline  of  coverage  must  be  on  a  standard 
form  approved  by  the  State  regulatory  program  or  the  Secretary, 
consistent  with  standards  developed  by  the  National  Association  of 
Insurance  Commissioners  (NAIC)  or  the  Secretary. 

(c)  Prevention  of  duplicate  medigap  coverage. — It  is  unlawful  for  a 
medigap  policy  to  be  issued  unless  the  seller  obtains  from  the  appli- 
cant a  written,  signed  statement  stating  what  type  of  health  insur- 
ance the  applicant  has,  the  source  of  the  health  insurance,  and 
whether  the  applicant  is  entitled  to  Medicaid.  The  written  state- 
ment must  be  accompanied  by  a  written  acknowledgment,  signed 
by  the  seller.  The  statement  must  be  on  a  form  that  includes  speci- 
fied language  regarding  duplicative  benefits,  and  must  indicate  if 
counseling  services  are  available  in  the  State. 

It  is  unlawful  to  sell  or  issue  a  health  insurance  policy  to  a  Medi- 
care beneficiary  that  duplicates  health  benefits  to  which  the  benefi- 
ciary is  otherwise  entitled.  It  would  not  be  unlawful  if  the  benefici- 
ary indicates  in  writing  that  the  policy  being  purchased  replaces 
another  policy  and  indicates  intent  to  terminate  the  policy  being 
replaced. 

The  sale  of  medigap  policies  to  Medicaid  beneficiaries  is  prohibit- 
ed. There  is  an  exception  in  cases  where  States  pay  the  medigap 
premiums  for  Medicaid  beneficiaries.  Medigap  insurers  must,  for  a 
24-month  period,  suspend  premium  payments  paid  by  beneficiaries 
during  periods  of  Medicaid  eligibility. 

Noncompliance  with  these  provisions  is  subject  to  civil  money 
penalties  of  not  to  exceed  $25,000  for  each  violation. 

(d)  Loss  ratios. — Minimum  loss  ratios  are  increased  to  65  percent 
for  individual  medigap  policies,  and  are  established  at  75  percent 
for  group  medigap  policies.  A  methodology  for  uniform  calculation 
of  actual  and  projected  loss  ratios,  with  uniform  reporting  require- 
ments, must  be  developed  by  the  NAIC  and  must  be  used  by  all 
medigap  insurers  to  submit  loss  ratio  levels  to  the  State  regulatory 
entity,  or  to  the  Secretary  if  a  policy  is  sold  in  a  State  without  an 
approved  regulatory  program. 

Policy  issuers  are  required  to  provide  a  refund  or  a  credit  against 
future  premiums  to  assure  that  loss  ratios  comply  with  require- 
ments. 

Noncompliance  with  loss  ratio  requirements  is  subject  to  a  civil 
money  penalty  not  to  exceed  $25,000  for  each  violation. 
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(e)  Reviewability,  replacement  and  coverage  continuation,  preexist- 
ing condition  and  medical  underwriting  limitations. — Medigap  poli- 
cies must  be  guaranteed  renewable.  The  issuer  is  not  permitted  to 
cancel  or  refuse  to  renew  the  policy  solely  on  the  grounds  of  the 
health  status  of  the  policyholder.  The  issuer  may  only  cancel  or 
nonrenew  the  policy  for  reason  of  nonpayment  of  premium  or  ma- 
terial misrepresentation. 

If  the  medigap  policy  is  terminated  by  the  group  policyholder 
and  is  not  replaced,  the  issuer  is  required  to  offer  certificate-hold- 
ers an  individual  medigap  policy  which  provides  for  the  continu- 
ation of  benefits  contained  in  the  group  policy.  If  a  group  medigap 
policy  is  replaced  by  another  group  medigap  policy  purchased  by 
the  same  policyholder,  the  succeeding  issuer  must  offer  coverage  to 
all  persons  covered  under  the  old  group  policy  on  its  date  of  termi- 
nation. Coverage  under  the  new  group  policy  must  not  result  in 
any  exclusion  for  preexisting  conditions  that  were  covered  under 
the  group  being  replaced. 

Medigap  insurers  are  prohibited  from  denying  coverage  on  the 
basis  of  medical  history  or  discriminating  in  the  price  of  a  policy 
for  a  6-month  period  after  an  applicant  who  is  65  or  older  is  first 
enrolled  in  part  B  of  Medicare.  However,  the  policy  may  exclude 
coverage  of  preexisting  conditions  during  the  first  6  months  of  the 
policy. 

Medigap  insurers  that  violate  provisions  pertaining  to  medical 
underwriting  are  subject  to  a  civil  monetary  penalty  not  to  exceed 
$5,000  for  each  policy  in  violation. 

(f)  Premium  increases. — To  have  an  approved  regulatory  pro- 
gram, States  are  required  to  have  a  process  for  approving  or  disap- 
proving proposed  premium  increases,  and  to  establish  a  policy  for 
holding  public  hearings  prior  to  approval  of  premium  increases. 

(g)  Enforcement  of  standards. — Effective  when  a  State  adopts  the 
revised  NAIC  standards,  or  1  year  after  the  NAIC  adopts  revised 
standards,  whichever  is  earlier,  no  medigap  policy  may  be  sold  or 
issued  unless  the  policy  is  sold  or  issued  in  a  State  with  an  ap- 
proved regulatory  program,  or  is  certified  directly  by  the  Secretary. 
Issuers  of  nonapproved  policies  are  subject  to  a  civil  money  penalty 
of  up  to  $25,000  for  each  violation. 

The  Supplemental  Health  Insurance  Panel  is  abolished,  and  the 
Secretary,  rather  than  the  Panel,  is  required  to  review  State  regu- 
latory programs. 

States  are  required  to  report  to  the  Secretary  on  the  implementa- 
tion and  enforcement  of  standards  at  intervals  established  by  the 
Secretary.  The  report  to  the  Secretary  must  include  information  on 
loss  ratios,  the  frequency  and  types  of  instances  in  which  policies 
approved  by  the  State  fail  to  meet  the  standards,  actions  taken  by 
the  State  to  bring  such  policies  under  compliance,  and  information 
regarding  State  programs  to  implement  consumer  protection 
provisions. 

If  the  Secretary  finds  that  a  State  program  no  longer  meets  the 
standards,  the  Secretary  must  provide  the  State  an  opportunity  to 
adopt  a  plan  of  correction  that  will  permit  the  State  to  continue  to 
meet  the  standards.  If  the  Secretary  makes  a  final  determination 
that  the  State  program  fails  to  meet  the  standards,  the  program 
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must  no  longer  be  approved.  In  such  a  case,  policies  sold  in  a  State 
without  an  approved  program  must  be  certified  by  the  Secretary. 

(h)  Promulgation  of  regulations. — If,  within  9  months  after  the 
date  of  enactment,  the  NAIC  promulgates  standards  to  implement 
the  amendments  made  by  this  Act,  then  the  standards  will  be  ap- 
plied in  each  State  for  policies  to  be  approved.  If  the  NAIC  does  not 
promulgate  such  standards,  then  the  Secretary  is  required  to  po- 
mulgate  such  standards  not  later  than  18  months  after  date  of 
enactment. 

In  general,  the  standards  adopted  by  States  apply  by  the  earlier 
of  the  date  the  State  adopts  the  NAIC  standards,  or  1  year  after 
the  NAIC  or  the  Secretary  first  adopts  the  standards. 

(i)  State  approval  of  policies  sold  in  States. — Effective  July  1, 
1991,  all  policies  sold  in  a  State,  including  policies  sold  through  the 
mail,  must  be  approved  by  the  State  in  which  the  policy  is  issued. 

(j)  Counseling. — The  Secretary  is  required  to  establish  a  health 
insurance  advisory  service  program  to  assist  Medicare-eligible  indi- 
viduals with  the  receipt  of  services  under  Medicare,  Medicaid,  and 
other  health  insurance  programs. 

In  addition,  the  Secretary  is  required  to  make  grants  to  States  to 
support  health  insurance  counseling  programs. 

(k)  Medicare  select. — The  Secretary  is  authorized  to  establish  a  3- 
year  demonstration  project  in  up  to  15  States  which  will  allow  ben- 
efits under  a  lower  cost  policy  to  be  restricted  to  items  and  services 
furnished  by  certain  providers  (or  reduced  benefits  to  be  provided 
when  items  or  services  are  furnished  by  other  providers),  if  a  policy 
otherwise  complies  with  medigap  standards  and  certain  quality  as- 
surance standards. 
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Reports  and  Studies 

The  following  is  a  list  (as  of  April  17,  1992)  of  studies  and  reports 
required  by  law  which  are  either  past  due  or  are  to  be  concluded  in 
the  next  5  years. 

Topic  Due  date 

Secretary  of  Health  and  Human  Services  to  conduct  and  promptly  complete  all  January  1,  1983 

studies  and  experiments  required  under  present  law  which  pertain  to  the  use 

of,  and  reimbursement  for,  nutritional  therapy;  and  that  the  Secretary 

transmit  a  full  and  complete  report  with  respect  to  each  study  and 

experiment.  (H.Rept.  97-208  (Conference  Report,  p.  946.),  Public  Law  97- 

35;  H.R.  3982.)  (Aug.  4,  1984.  Letter  from  HHS  stating  delay.) 
Comptroller  General  of  the  United  States  shall  report  to  Congress  on  the  January  1,  1987 

appropriateness  of  fee  schedules  under  sec.  1833(h)  of  the  Social  Security 

Act— clinical  diagnostic  laboratory  tests— and  their  impact  on  the  volume 

and  quality  of  such  tests.  (Sec.  2303(i)  (1)  and  (3),  Public  Law  98-369; 

H.R.  4170.) 

Secretary  of  Health  and  Human  Services  after  consultation  with  the  Physician  January  1, 1987 

Payment  Review  Commission,  shall  develop  recommendations  and  guidelines, 

and  report  to  Congress,  respecting  surgical  procedures  for  which  an  assistant 

at  surgery  is  generally  not  medically  necessary  and  the  circumstances  under 

which  the  use  of  an  assistant  at  surgery  is  generally  appropriate  but  should 

be  subject  to  prior  approval  of  an  appropriate  entity.  (Sec.  9307(d),  Public 

Law  99-272;  H.R.  3128.) 
Secretary  of  Health  and  Human  Services  shall  conduct  a  study  and  report  to  March  31, 1987 

Congress  information  on  the  frequency  and  distribution  (by  type  of  provider) 

of  denials  of  bills  for  payment  under  title  XVIII  of  the  Social  Security  Act  for 

extended  care  services,  home  health  services,  and  hospice  care.  (Sec. 

9305(g)(2),  Public  Law  99-509;  H.R.  5300.) 
Secretary  of  Health  and  Human  Services  shall  report  to  the  House  Committees  December  31, 1987 

on  Ways  and  Means  and  Energy  and  Commerce,  and  the  Senate  Committee 

on  Finance  on  whether  the  Medicare  payment  methodology  for  direct  graduate 

medical  education  costs  should  be  revised  to  provide  for  greater  uniformity  in 

the  approved  FTE  resident  amounts  and  if  so,  how  such  revisions  should  be 

implemented.  (Sec.  9202(e),  Public  Law  99-272;  H.R.  3128.) 
Secretary  of  Health  and  Human  Services  shall  report  to  Congress  on  alternative  January  10, 1989 

methods  for  reimbursement  relative  to  adjustment  of  hospital  wage  indices  for 

Fiscal  Year  1989.  (Sec.  8403(b),  Public  Law  100-647;  H.R.  4333.) 
Secretary  of  Health  and  Human  Services  to  study  and  report  to  Congress  on  April  1, 1989 

payment  for  chemotherapy  in  physicians'  offices.  (Sec.  4055(d)(2),  Public 

Law  100-203;  H.R.  3545.) 
Secretary  of  Health  and  Human  Services  shall  review  and  submit  a  report  to  the  June  19, 1989 

Committees  on  Energy  and  Commerce  and  Ways  and  Means  and  the  Senate 

Finance  Committee  on  reimbursement  for  blood  clotting  factor  for  hemophilia 

patients.  (Sec.  6142,  Public  Law  101-239;  H.R.  3299.) 
Secretary  of  Health  and  Human  Services  shall  study  and  report  to  Congress  on  June  30,  1989 

the  information  collected  in  the  survey  of  current  adult  day  care  services. 

Based  on  such  information  the  Secretary  shall  make  recommendations 

concerning  appropriate  standards  for  coverage  of  adult  day  care  services 

under  Medicare,  including  defining  chronically  dependent  individuals,  defining 

services  included  in  adult  day  care  services,  establishing  qualifications  of 

providers  of  adult  day  care  services,  and  establishing  a  reimbursement 

mechanism.  (Sec.  208(c),  Public  Law  100-360;  H.R.  2470.) 
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Topic 


Due  date 


Advisory  Committee  on  Medicare  Home  Health  Claims  shall  study  and  report  to  June  30,  1989 
the  Committees  on  Ways  and  Means  and  Energy  and  Commerce,  and  the 
Committee  on  Finance  of  the  Senate  on  its  findings  and  recommendations  for 
changes  in  the  regulations  under  title  XVIII  of  the  Social  Security  Act  as  they 
relate  to  denial  of  claims  for  home  health  services.  (Sec.  427(d),  Public  Law 
100-360;  H.R.  2470.) 

Comptroller  General  of  the  United  States  shall  conduct  a  study  and  submit  a  June  1,  1990 
report  to  the  Committee  on  Ways  and  Means  and  the  Senate  Finance 
Committee  on  hospital-based  and  freestanding  skilled  nursing  facilities.  (Sec. 
6026(a)  and  (b),  Public  Law  101-239;  H.R.  3299.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  legislative  proposal  to  October  1,  1990 
Congress  on  eliminating  separate  average  standardized  amounts  on  various 
categories  of  hospitals.  (Sec.  6003(i) (2) (A),  Public  Law  101-239;  H.R. 
3299.) 

Secretary  of  Health  and  Human  Services  shall  conduct  a  study  and  report  to  October  1,  1990 
Congress  on  higher  Medicare  payment  rates  for  sole  community  hospitals  as  a 
result  of  needed  expansion  of  services  at  such  hospitals.  (Sec.  9111(c), 
Public  Law  99-272;  H.R.  3128.)  (See  Executive  Communication  3995.  Sept. 
10,  1990.  Letter  from  Secretary  advising  that  this  report  will  be  included  in 
report  mandated  by  sec.  6003 (i)  of  Public  Law  101-239;  H.R.  3299,  due 
Oct.  1,  1990.) 

Secretary  of  Health  and  Human  Services  shall  conduct  a  study  and  submit  a  December  19,  1990 

report  to  Congress  on  payment  for  portable  x-ray  services.  (Sec.  6134,  Public 

Law  101-239;  H.R.  3299.) 
Secretary  of  Health  and  Human  Services  shall  conduct  a  study  and  submit  a  December  19,  1990 

report  to  Congress  on  reimbursement  for  ambulance  services.  (Sec.  6136, 

Public  Law  101-239;  H.R.  3299.) 
General  Accounting  Office  shall  conduct  a  study  and  submit  a  final  report  to  January  1,  1991 

Congress  on  Medicare  capitation  rates.  (Sec.  4017(a),  Public  Law  100-203; 

H.R.  3545.) 

Secretary  of  Health  and  Human  Services  shall  conduct  a  standard  and  extended  January  1,  1991 
survey  on  home  health  agencies  and  report  to  Congress  on  the  results  of 
such  evaluation.  (Sec.  4022(a)(2)(A),  Public  Law  100-203;  H.R.  3545.) 

Comptroller  General  of  the  United  States  shall  conduct  a  study  and  submit  a  February  1,  1991 
report  to  Congress  on  ownership  by  referring  physicians  of  health  care 
entities.  (Sec.  6204(e),  Public  Law  101-239;  H.R.  3299.) 

Comptroller  General  of  the  United  States  shall  conduct  a  study  and  submit  a  April  1,  1991 
report  to  Congress  on  alternative  payment  methodology  for  malpractice 
components.  (Sec.  6102(e)(1),  Public  Law  101-239;  H.R.  3299.) 

Comptroller  General  of  the  United  States  shall  conduct  a  study  and  submit  a  April  1,  1991 
report  to  the  Committees  on  Ways  and  Means  and  Energy  and  Commerce  and 
the  Senate  Finance  Committee  on  standards  for  use  of  and  payment  for  items 
of  durable  medical  equipment.  (Sec.  6139,  Public  Law  101-239;  H.R.  3299.) 

Secretary  of  Health  and  Human  Services  shall  conduct  a  study  and  submit  a  April  1,  1991 
report  to  the  Committee  on  Ways  and  Means  and  the  Senate  Finance 
Committee  on  methods  used  to  compensate  hospices  for  high-cost  care.  (Sec. 
6016(a)  and  (b),  Public  Law  101-239;  H.R.  3299.) 

Comptroller  General  of  the  United  States  shall  conduct  a  study  and  submit  a  July  1,  1991 
report  to  Congress  on  physician  antitrust  issues.  (Sec.  6102(e)(9),  Public 
Law  101-239;  H.R.  3299.) 

Secretary  of  Health  and  Human  Services  shall  conduct  a  study  and  after  July  1,  1991 
consultation  with  the  Physician  Payment  Review  Commission,  submit  a  report 
to  Congress  on  the  desirability  of  including  time  as  a  factor  in  establishing 
visit  codes.  (Sec.  6102(e)(4),  Public  Law  101-239;  H.R.  3299.) 
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Secretary  of  Health  and  Human  Services  shall  submit  a  proposal  for  a  September  1,  1991 
prospective  payment  system  for  skilled  nursing  facility  services  to  the 
Committee  on  Ways  and  Means  and  the  Senate  Finance  Committee.  (Sec. 
4008(k)(2)(B),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  proposal  developed  to  September  1,  1991 
replace  the  current  prospective  payment  system  for  hospital  outpatient 
services  with  a  system  under  which  such  payments  would  be  made  on  the 
basis  of  prospectively  determined  rates  to  the  Committees  on  Ways  and 
Means  and  Energy  and  Commerce  and  the  Senate  Finance  Committee.  (Sec. 
4151(2) (B)(ii),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  final  report  to  the  House  Oct.  30,  1991 
Committees  on  Ways  and  Means  and  Energy  and  Commerce,  and  the  Senate 
Committee  on  Finance  on  the  progress  made  on  a  demonstration  program 
designed  to  reduce  disability  and  dependency  through  the  provision  of 
preventive  health  services  to  individuals  entitled  to  benefits  under  title  XVIII 
of  the  Social  Security  Act.  (Sec.  9314(e)(1),  Public  Law  99-272;  H.R. 
3128.) 

Comptroller  General  shall  submit  a  report  to  the  Committees  on  Ways  and  Means  November  5,  1991 
and  Energy  and  Commerce  and  the  Senate  Finance  Committee  on  its  study  of 
Medicare  payments  for  prosthetic  devices,  orthotics,  and  prosthetics.  (Sec. 
4153(c)(2),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  a  November  5,  1991 
study  of  prohibition  on  hospital  employment  of  physicians  related  to  availabil- 
ity and  accessibility  of  trauma  and  emergency  care  services.  (Sec. 
4008(c)(2),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  conduct  a  study  and  report  to  January  1,  1992 
Congress  on  the  implementation  of  the  resident  assessment  process  for 
residents  of  skilled  nursing  facilities.  (Sec.  4201(7)  (c),  Public  Law  100— 
203;  H.R.  3545.) 

Comptroller  General  shall  submit  a  preliminary  report  to  the  Committees  on  Ways  January  1,  1992 
and  Means  and  Energy  and  Commerce  and  the  Senate  Finance  Committee  on 
a  study  of  the  extension  of  secondary  payor  provisions  for  individuals  with 
end  stage  renal  disease.  (Sec.  4203(c)(2)(B),  Public  Law  101-508;  H.R. 
5835.) 

Secretary  of  Health  and  Human  Services  shall  conduct  a  demonstration  project  January  1,  1992 
and  report  to  Congress  on  providing  payment  on  a  prepaid,  capitated  basis  for 
community  nursing  and  ambulatory  care  furnished  to  Medicare  beneficiaries. 
(Sec.  4079(g),  Public  Law  100-203;  H.R.  3545.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  final  report  to  the  January  1,  1992 
Committees  on  Ways  and  Means  and  Energy  and  Commerce  and  the  Senate 
Finance  Committee  on  his  study  of  chiropractic  services  related  to  health 
maintenance  organizations.  (Sec.  4204(f)(4),  Public  Law  101-508;  H.R. 
5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  January  1,  1992 
his  plan  to  coordinate  the  physician  review  activities  of  peer  review 
organizations  and  carriers.  (Sec.  4205(c)(2),  Public  Law  101-508;  H.R. 
5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  a  April  1,  1992 
review  of  hospital  regulations  with  respect  to  rural  hospitals.  (Sec. 
4008(1) (2),  Public  Law  101-508;  H.R.  5835.) 
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Secretary  of  Health  and  Human  Services  shall  submit  his  proposal  to  the  April  1,  1992 
Committee  on  Ways  and  Means  and  the  Senate  Finance  Committee  on 
development  of  national  prospective  payment  rates  for  current  non-PPS 
hospitals.  (Sec.  4005(b)(2)(A),  Public  Law  101-408;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  an  interim  report  to  the  April  1,  1992 
Committee  on  Ways  and  Means  and  the  Senate  Finance  Committee  on  the 
progress  of  vocational  rehabilitation  demonstration  projects.  (Sec.  5120(d), 
Public  Law  101-508;  H.R.  5835.) 

Comptroller  General  of  the  United  States  shall  submit  a  report  to  Congress  May  1,  1992 
reviewing  the  proposal  by  the  Secretary  of  Health  and  Human  Services  on 
requirements  with  respect  to  actuarial  equivalence  of  adjusted  average  per 
capita  cost  related  to  health  maintenance  organizations.  (Sec.  4204(b)(4), 
Public  Law  101-508;  H.R.  5835.) 

Comptroller  General  of  the  United  States  shall  submit  a  report  to  the  Committees  May  5,  1992 
on  Ways  and  Means  and  Energy  and  Commerce  on  his  study  of  hospital  staff 
privileges  for  physicians  practicing  in  community  health  centers.  (Sec. 
4161(a)(7)(B),  Public  Law  101-508;  H.R.  5835.) 

Prospective  Payment  Assessment  Commission  shall  submit  an  analysis  of  and  June  1,  1992 
comments  on  proposal  under  sec.  4005(b)(2)(A).  (Sec.  4005(b)(2)(B), 
Public  Law  101-508;  H.R.  5835.) 

Prospective  Payment  Assessment  Commission  shall  submit  a  report  to  the  June  1,  1992 
Committees  on  Ways  and  Means  and  Energy  and  Commerce  and  the  Senate 
Finance  Committee  on  a  study  of  end  state  renal  disease  composite  rates. 
(Sec.  4201(b)(2),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  the  Committees  October  1,  1992 
on  Ways  and  Means  and  Energy  and  Commerce  and  the  Senate  Finance 
Committee  on  a  study  of  the  effect  of  the  release  of  Medicare  prepayment 
medical  review  screen  parameters  on  physician  billings  for  the  services  to 
which  the  parameters  apply.  (Sec.  4111(c),  Public  Law  101-508;  H.R. 
5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  to  Congress  a  preliminary  December  1,  1992 
report  on  the  status  of  a  3-year  demonstration  project  on  staff-assisted  home 
dialysis  treatment.  (Sec.  4202(e)(1),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  the  Committees  December  31,  1992 
on  Ways  and  Means  and  Energy  and  Commerce  and  the  Senate  Finance 
Committee  on  the  results  of  a  study  of  aggregation  rule  for  claims  for  similar 
physicians'  services.  (Sec.  4113,  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  January  1,  1993 
the  chronically  mentally  ill  demonstration  project.  (Sec.  9412(a),  Public  Law 
99-509;  H.R.  5300.) 

Secretary  of  Health  and  Human  Services  shall  evaluate  and  submit  a  report  to  January  1,  1993 
Congress  on  the  implementation  of  the  resident  assessment  process  for 
residents  of  nursing  facilities.  (Sec.  4211(c),  Public  Law  100-203;  H.R. 
3545.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  January  1,  1993 
the  progress  made  in  implementing  the  nursing  facility  staffing  requirements 
including  the  number  and  types  of  waivers  approved  and  the  number  of 
facilities  which  have  received  waivers.  (Sec.  4211  (k),  Public  Law  101-203; 
H.R.  3545.) 

Secretary  of  Health  and  Human  Services  shall  conduct  a  demonstration  project  April  1,  1993 
and  report  to  Congress  on  payment  for  therapeutic  shoes  for  individuals  with 
severe  diabetic  foot  disease.  (See  Public  Law  101-203;  H.R.  3545.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  the  Committee  April  1,  1993 
on  Ways  and  Means  and  the  Senate  Finance  Committee  on  a  study  of 
chiropractic  services  related  to  health  maintenance  organizations.  (Sec. 
4204(f)(4),  Public  Law  101-508;  H.R.  5835.) 
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Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  the  Committee  April  1,  1993 
on  Ways  and  Means  and  the  Senate  Finance  Committee  on  the  research 
findings,  upon  which  he  based  a  proposal  developing  a  prospective  payment 
system  for  home  health  services.  (Sec.  4027(c)(2)(A),  Public  Law  101— 
508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  June  1,  1993 
the  extension  of  regional  floor  on  standardized  amounts  related  to  prospective 
payment  hospitals.  (Sec.  4002(e),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  the  Committee  September  1,  1993 
on  Ways  and  Means  and  the  Senate  Finance  Committee  on  a  proposal 
developing  a  prospective  payment  system  for  home  health  services.  (Sec. 
4027(c)(2)(B),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  December  31,  1993 
the  waiver  program  with  respect  to  the  quality  of  health  care,  beneficiary 
costs,  and  other  such  factors  as  may  be  appropriate  related  to  municipal 
health  service  demonstration  projects.  (Sec.  6134(2),  Public  Law  101-239; 
H.R.  3299.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  1993 
the  appropriateness  of  Medicare  part  B  premium  increases  for  residents  of 
Puerto  Rico  and  other  U.S.  commonwealths  and  territories.  (Sec.  211(b), 
Public  Law  101-360;  H.R.  2470.) 

Propsective  Payment  Assessment  Commission  shall  submit  a  report  to  the  March  1,  1994 
Committee  on  Ways  and  Means  and  the  Senate  Finance  Committee  on  its 
analysis  of  the  proposal  of  the  Secretary  of  Health  and  Human  Services 
developing  a  prospective  payment  system  for  home  health  services.  (Sec. 
4027(c)(2)(C),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  its  October  1,  1994 
study  of  the  effects  of  coverage  of  injectable  drugs  for  treatment  of 
osteoporosis.  (Sec.  4156(b)(2),  Public  Law  101-508;  H.R.  5835.) 

Comptroller  General  of  the  United  States  shall  submit  a  final  report  on  a  study  January  1,  1995 
of  the  extension  of  secondary  payer  provisions  for  individuals  with  end  stage 
renal  disease.  (Sec.  4203(c)(2)(B),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  report  to  Congress  on  5  January  1,  1995 
demonstration  programs  on  joint  nursing  graduate  education  and  the  charac- 
teristics of  nurses  trained  under  such  programs.  (Sec.  8411(a)(5),  Public 
Law  100-647;  H.R.  4333.) 

Secretary  of  Health  and  Human  Services  shall  conduct  an  evaluation  of  Medicare  January  1,  1995 
select  policies  amendments  under  this  section  and  submit  a  report  to 
Congress  on  such  evaluation.  (Sec.  4358(d),  Public  Law  101-508;  H.R. 
5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  final  report  to  the  House  April  1,  1995 
Committees  on  Ways  and  Means  and  Energy  and  Commerce  and  the  Senate 
Committee  on  Finance  on  the  progress  made  on  a  demonstration  program 
designed  to  reduce  disability  and  dependency  through  the  provision  of 
preventive  health  services  to  individuals  entitled  to  benefits  under  title  XVIII 
of  the  Social  Security  Act.  (Sec.  9314(e)(2),  Public  Law  99-272;  H.R. 
3128.)  (Sec.  4164(a),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  final  report  to  Congress  December  31,  1995 
evaluating  the  staff-assisted  home  dialysis  demonstration  project.  (Sec. 
4202(e)(2),  Public  Law  101-508;  H.R.  5835.) 

Secretary  of  Health  and  Human  Services  shall  submit  a  report  to  Congress  on  March  31,  1996 
the  extension  of  waivers  for  social  health  maintenance  organizations  (HMOs). 
(Sec.    4018(b),    Public    Law    100-203;    H.R.    3545.)  (Sec. 
4027(b) (4)  (A)  (II),  Public  Law  101-508;  H.R.  5835.) 
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Due  date 


Topic 


Secretary  of  Health  and  Human  Services  shall  report  on  adjustments  that  may  No  date  certain 
be  required  in  Medicare  prospective  payment  amounts  for  cases  which  have 
an  unusually  short  length  of  stay  or  which  are  significantly  less  costly  than 
the  DRG  payment  with  recommendations  on  how  to  address  this  issue. 
(H.Rept.  98-47  to  accompany  H.R.  1900;  Public  Law  98-21.) 

Secretary  of  Health  and  Human  Services  shall  review  the  report  of  the  Director  No  date  certain 
of  the  Office  of  Technology  Assessment,  due  to  be  submitted  to  Congress  by 
Dec.  31,  1985,  on  Medicare  part  B  payments  to  physicians.  (Sec.  2309(c), 
Public  Law  98-369;  H.R.  4170.) 

Secretary  of  Health  and  Human  Services  shall  study  and  report  to  Congress  on  No  date  certain 
the  extent  to  which  the  Medicare  economic  index  (MEI)  appropriately  and 
equitably  reflects  the  changes  in  the  provision  of  the  physicians'  services  to  . 
Medicare  beneficiaries.  (Sec.  9331(c)(4),  Public  Law  99-509;  H.R.  5300.) 

Secretary  of  Health  and  Human  Services  shall  study  and  report  to  Congress  on  No  date  certain 
the  advisability  of  redefining  the  localities  designated  by  carriers  for  payment 
purposes.  (Sec.  9331(e)(1),  Public  Law  99-509;  H.R.  5300.) 


APPENDIX  B.  HEALTH  STATUS,  INSURANCE,  AND  EXPENDI- 
TURES OF  THE  ELDERLY,  AND  BACKGROUND  DATA  ON 
LONG-TERM  CARE 

Although  the  health  status  of  the  elderly  appears  to  have  been 
improving  in  recent  decades,  many  elderly  persons  have  conditions 
that  require  medical  and  long-term  health  care,  sometimes  in  sub- 
stantial amounts.  Nearly  all  elderly  persons  have  some  insurance 
that  protects  them,  at  least  partially,  from  the  expenses  arising 
from  health  care  use.  Many  are  well  insured  for  their  acute  care 
needs — that  is,  for  hospital  and  physician  services.  Others  face 
greater  risk  of  high  out-of-pocket  expenditures.  This  appendix  re- 
ports on  the  health  status,  health  insurance,  and  health  care  ex- 
penditures of  the  elderly. 

Health  Status 

By  various  measures,  the  health  status  of  the  elderly  population 
has  been  improving  over  the  years.  For  example,  life  expectancy  at 
age  65  has  increased  from  13.9  years  in  1950  to  16.8  years  in  1984 
(see  table  1).  The  improvements  in  life  expectancy — or,  alternative- 
ly, the  declines  in  mortality  rates — have  been  greater  for  females 
than  for  males.  Morbidity  indicators — such  as  the  incidence  of  high 
blood  pressure — also  improved  among  those  aged  65  to  74  years  be- 
tween the  early  1960's  and  the  late  1970's  (see  table  2). 
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TABLE  1. — LIFE  EXPECTANCY  AT  BIRTH  AND  AT  65  YEARS  OF  AGE,  BY  SEX,  BY  RACE, 
UNITED  STATES,  SELECTED  YEARS  1900-89 

[Remaining  life  expectancy  in  years] 


At  birth  At  65  years  At  birth 


Year 

Both 
sexes 

IVIdlc 

rcliidlc 

Both 
sexes 

Male 

Pom  o  Id 
rcliidlc 

White 
Willie 

BI2CK 

1900  12  

47.3 

46.3 

48.3 

11.9 

11.5 

12.2 

47.6 

3  33.0 

1950  2  

68.2 

65.6 

71.1 

13.9 

12.8 

15.0 

69.1 

60.7 

1960  2  

69.7 

66.6 

73.1 

14.3 

12.8 

15.8 

70.6 

63.2 

1970  

70.9 

67.1 

74.8 

15.2 

13.1 

17.0 

71.7 

64.1 

1980  

73.7 

70.0 

77.4 

16.4 

14.1 

18.3 

74.4 

68.1 

1984  

74.7 

71.2 

78.2 

16.8 

14.6 

18.6 

75.3 

69.7 

1985  

74.7 

71.2 

78.2 

16.7 

14.6 

18.6 

75.3 

69.5 

1986  

74.8 

71.3 

78.3 

16.8 

14.7 

18.6 

75.4 

69.4 

1987  

75.0 

71.5 

78.4 

16.9 

14.8 

18.7 

75.6 

69.4 

1988  

74.9 

71.5 

78.3 

16.9 

.  14.9 

18.6 

75.6 

69.2 

Provisional  data: 

1987  2  

74.9 

71.5 

78.3 

16.9 

14.8 

18.6 

75.5 

69.7 

1988  2  

74.9 

71.4 

78.3 

16.9 

14.8 

18.6 

75.5 

69.5 

1989  2  

75.2 

71.8 

78.5 

17.2 

15.2 

18.8 

75.9 

69.7 

1  Death  registration  area  only;  includes  10  States  and  the  District  of  Columbia. 

2  Includes  deaths  of  nonresidents  of  the  United  States. 

3  Figure  is  for  the  ail  other  population. 

Source:  National  Center  for  Health  Statistics,  Health,  United  States,  1989,  Hyattsville,  Maryland:  Public  Health 
Service,  1990. 
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Despite  the  trend  toward  improved  health  status  of  the  elderly, 
their  needs  for  medical  and  long-term  care  services  remain  sub- 
stantial. First,  greater  life  expectancy  postpones  the  probable  need 
for  terminal  illness  care.  (About  two-thirds  of  the  deaths  in  the 
United  States  are  of  the  elderly.  A  recent  study  found  that  the  6 
percent  of  Medicare  beneficiaries  who  died  in  1978  accounted  for  28 
percent  of  Medicare  expenditures.1) -Second,  many  of  the  elderly 
have  one  or  more  chronic  conditions,  many  of  which  give  rise  to 
the  need  for  continuing  health  care.  Table  3  shows  the  incidence  of 
several  common  chronic  conditions  among  the  elderly.  Nearly  half 
report  having  arthritis,  about  40  percent  report  high  blood  pres- 
sure, and  almost  30  percent  report  heart  disease.  The  incidence  of 
many  chronic  conditions  is  directly  related  to  age  and  inversely  re- 
lated to  family  income. 

Self-assessed  health  is  a  common  method  used  to  measure  health 
status,  with  responses  ranging  from  ''excellent' '  to  "poor."  Over 
one-third  of  the  elderly  report  their  health  to  be  excellent  or  very 
good,  but  nearly  another  third  report  fair  or  poor  health  (see  table 
4).  Lower-income  elderly  are  more  likely  to  report  fair  or  poor 
health — 40  percent  of  those  with  incomes  under  $10,000,  compared 
to  under  30  percent  at  incomes  above  this  level. 


TABLE  3.— SELECTED  CHRONIC  CONDITIONS  PER  1,000  ELDERLY  PERSONS,  BY  AGE  AND 

FAMILY  INCOME,  1988 


Chronic  condition 

All 
elderly 

Age 

Family  income 

65-74 

75  and 
over 

Less 
than 
$10,000 

$10,000 
to 

$19,999 

$20,000 
to 

$34,999 

$35,000 
and 
over 

Arthritis  

486 

445 

550 

608 

452 

471 

397 

Cataracts  

168 

118 

246 

183 

174 

131 

150 

Hearing  impairment  

315 

274 

381 

308 

364 

259 

314 

Deformity  or  orthopedic 

impairment  

161 

151 

177 

182 

179 

136 

140 

Hernia  of  abdominal  cavity 

58 

54 

64 

72 

67 

46 

51 

Diabetes  

92 

95 

88 

98 

101 

76 

71 

Heart  disease  

296 

272 

334 

346 

324 

269 

257 

High  blood  pressure  

373 

373 

374 

472 

396 

345 

321 

Emphysema  

38 

36 

41 

52 

48 

34 

t1) 

1  Sample  size  is  too  small  for  reliable  estimate. 


Source:  U.S.  Department  of  Health  and  Human  Services,  National  Center  for  Health  Statistics,  Vital  and  Health 
Statistics:  Current  estimates  from  the  National  Health  Interview  Survey,  1988,  Series  10,  No.  173,  October 
1989. 


1  J.  Lubitz  and  R.  Prihoda,  "The  Use  and  Costs  of  Medicare  Services  in  the  Last  Two  Years  of 
Life,"  Health  Care  Financing  Review,  Volume  5,  1984,  pp.  117-131. 
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TABLE  4.— SELF-ASSESSED  HEALTH  STATUS  OF  THE  ELDERLY,  BY  FAMILY  INCOME,  1988 


[In  percent] 


Characteristic 

Ail 
per- 
sons 1 
(thou- 
sands) 

All 

health 
sta- 
tus3 

Excel- 
lent 

Self-assessed  health  status 2 

£2    Good  ^ 

Pnnr 
ruui 

All  elderly 2  

28,683 

100.0 

16.3 

21.5 

32.8 

19.9 

9.5 

Family  income: 

Under  $10,000 

6,157 

100.0 

11.7 

17.2 

31.1 

25.0 

15.0 

$10,000  to  $19,999 

7,682 

100.0 

15.5 

21.7 

32.5 

21.3 

9.0 

>    $20,000  to  $34,999 

5,193 

100.0 

18.2 

23.5 

34.9 

17.0 

6.4 

$35,000  and  over 

3,476 

100.0 

25.1 

25.8 

30.9 

11.9 

6.3 

1  The  categories  related  to  this  concept  result  from  asking  the  respondent,  "Would  you  say— health  is 
excellent,  very  good,  good,  fair,  or  poor?"  As  such,  it  is  based  on  the  respondent's  opinion  and  not  directly  on 
any  clinical  evidence. 

2  Includes  unknown  health  status. 

3  Excludes  unknown  health  status. 


Source:  U.S.  Department  of  Health  and  Human  Services,  National  Center  for  Health  Statistics,  Vital  and  Health 
Statistics:  Current  Estimates  from  the  National  Health  Interview  Survey,  1988  Series  10,  No.  173  October  1989. 

Causes  of  Death  for  the  Elderly  2 

In  the  United  States,  three  out  of  four  elderly  persons  die  from 
heart  disease,  cancer,  or  stroke.  Heart  disease  was  the  major  cause 
of  death  in  1950,  and  remains  so  today  even  though  there  have 
been  rapid  declines  in  death  rates  from  heart  disease  since  1968, 
especially  among  females.  Death  rates  from  cancer  continue  to  rise 
in  comparison  to  heart  disease,  especially  deaths  caused  by  lung 
cancer  (chart  1).  In  1985,  however,  heart  disease  accounted  for  43 
percent  of  all  deaths  among  persons  75-84,  while  cancer  accounted 
for  20  percent  of  all  deaths  in  this  age  group.3  Even  if  cancer  were 
eliminated  as  a  cause  of  death,  the  average  life  span  would  be  ex- 
tended by  less  than  2  years  because  of  the  prevalence  of  heart  dis- 
ease. Eliminating  deaths  due  to  heart  disease,  on  the  other  hand, 
would  add  an  average  of  5  years  to  life  expectancy  at  age  65,  and 
would  lead  to  a  sharp  increase  in  the  proportion  of  older  persons  in 
the  total  population.4 


2  This  entire  section  is  from  Aging  America:  Trends  and  Projections,  1987-88  edition. 

3  National  Center  for  Health  Statistics.  'Annual  Summary  of  Births,  Marriages,  Divorces,  and 
Deaths:  United  States,  1985."  Monthly  Vital  Statistics  Report  Vol.  34,  No.  13  (September  1986). 

4  National  Center  for  Health  Statistics.  "United  States  Life  Tables  Eliminating  Certain 
Causes  of  Death."  U.S.  Decennial  Life  Tables  for  1979-1981  Vol.  1,  No.  2  (forthcoming). 
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CHART  1.  DEATH  RATES  FOR  LEADING  CAUSES  OF  DEATH  FOR  PEOPLE 
AGE  75-84:  1950-85 


5000  t 


SOURCE:  National  Center  for  Health  Statistics.  Health.  United  States,  1986.  DHHS  Pub.  No.  (PHS)87-1232.  Washington:  Department 
of  Health  and  Human  Services,  December  1966. 

National  Center  for  Health  Statistics.  "Annual  Summary  of  Births.  Marriages.  Divorces,  and  Deaths:  United  States,  1985." 
Monthly  Vita!  Statistics  Report  Vol.  34.  No.  13  (September  1986). 


The  third  leading  cause  of  death  among  the  elderly — stroke  (cere- 
brovascular disease) — has  been  decreasing  over  the  past  30  years. 
Reasons  for  this  dramatic  decline  are  not  fully  understood.  Part  of 
the  decline  may  be  attributable  to  better  control  of  hypertension. 
Better  diagnosis  and  improved  management  and  rehabilitation  of 
stroke  victims  may  also  be  related  factors.5  In  1985,  cerebrovascu- 
lar disease  accounted  for  only  9  percent  of  all  deaths  in  the  75  to 
84  age  group. 

Table  5  shows  the  10  leading  causes  of  death  for  three  subgroups 
of  the  older  population. 

The  factors  which  have  led  to  reductions  in  mortality  may  or 
may  not  also  lead  to  overall  improvements  in  health  status.  If 
Americans  continue  to  live  only  to  about  age  85,  control  of  life- 
threatening  disease  could  produce  a  healthier  older  population. 
But,  if  the  life-span  is  increased  dramatically  in  future  years 
beyond  age  85,  the  onset  of  illness  may  only  be  delayed,  without  an 
actual  shortening  of  the  period  of  illness. 


5  National  Center  for  Health  Statistics.  Health,  United  States,  1985.  DHHS  Pub.  No.  (PHS) 
86-1232,  Washington:  Department  of  Health  and  Human  Services,  December  1985. 
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TABLE  5.— DEATH  RATES  FOR  TEN  LEADING  CAUSES  OF  DEATH  AMONG  OLDER  PEOPLE,  BY 

AGE:  1984 


[Rates  per  100,000  population  in  age  group] 


Cause  of  death 

65  + 

65-74 

75-84 

85  + 

All  causes  

...  5,102 

2,848 

6,399 

15,224 

Diseases  of  the  heart  

2,186 

1,103 

2,749 

7,251 

Malignant  neoplasms  

1,042 

835 

1,272 

1,604 

Cerebrovascular  diseases  

476 

177 

626 

1,884 

Chronic  obstructive  pulmonary  diseases 

199 

141 

270 

331 

Pneumonia  and  influenza  

182 

54 

216 

883 

Diabetes  

95 

59 

126 

217 

Accidents  

87 

50 

107 

257 

Atherosclerosis  

83 

17 

88 

488 

Nephritis,  nephrotic  syndrome,  nephrosis 

58 

27 

76 

201 

Septicemia  

41 

20 

52 

142 

All  other  causes  

654 

365 

816 

1,965 

Source:  National  Center  for  Health  Statistics.  "Advance  Report  of  Final  Mortality  Statistics,  1984."  Monthly 
Vital  Statistics  Report  Vol.  35,  No.  6,  Supplement  (2)  (September  1986). 


Medicare  Reimbursement  and  Out-of-Pocket  Liabilities  of  the 

Elderly 

Tables  6  through  8  illustrate  for  4  selected  years  how  Medicare 
reimbursement,  acute  health  care  costs,  and  out-of-pocket  liabilities 
of  Medicare  enrollees  have  changed.  The  years  chosen  are  1975, 
1980,  1985,  and  1990  (projected  values).  Constant  1990  dollar  values 
were  obtained  using  the  implicit  price  deflator  for  GNP. 

The  fastest-growing  component  of  Medicare  reimbursement  is  for 
benefits  under  the  Supplementary  Medical  Insurance  (SMI)  pro- 
gram. For  SMI,  reimbursements  increase  at  an  annual  rate  of  14.0 
percent,  while  the  growth  in  total  costs  (including  enrollees'  share 
of  costs)  is  12.9  percent  (see  table  6).  As  a  result,  the  share  of  SMI 
costs  reimbursed  by  Medicare  increases  significantly  over  the 
period — from  about  64  percent  in  1975  to  over  73  percent  by  1990. 
Through  1985,  the  growth  in  Medicare's  share  is  due  to  the  declin- 
ing significance  of  the  SMI  deductible,  so  that  more  enrollees'  costs 
were  eligible  for  reimbursement. 

In  the  Hospital  Insurance  (HI)  program,  by  contrast,  the  rate  of 
growth  in  reimbursement  is  slower  than  the  growth  in  enrollee's 
copayment  costs.  Consequently,  the  share  of  HI  costs  reimbursed 
by  Medicare  has  decreased  from  94  percent  in  1975  to  91  percent  in 
1990. 

Overall,  the  share  of  costs  reimbursed  by  Medicare  has  remained 
constant.  The  percentage  of  costs  paid  by  Medicare  for  services  cov- 
ered under  Medicare  was  82.6  percent  in  1975  and  83.1  percent  in 
1990  (see  table  6).  The  other  side  of  this — the  share  of  costs  paid 
directly  by  enrollees — is  shown  in  the  third  panel  of  table  7.  Total 
direct  costs  plus  Medicare  reimbursement  equals  the  total  or  100 
percent.  This  analysis  differs  from  that  published  last  year  in  that 
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the  1990  analysis  includes  only  services  covered  by  Medicare  while 
the  1989  analysis  includes  outpatient  drug  expenditures. 

TABLE  6— REIMBURSEMENTS  AND  OUT-OF-POCKET  COSTS  UNDER  MEDICARE,  SELECTED 

CALENDAR  YEARS 

[Incurred  costs  per  HI  or  SMI  enrollee] 


1975        1980        1985  1990 


Annual 
growth 
L975-9C 
(percent) 


In  current  dollars 


Hospital  insurance: 


Rpimhiir^pmpnt 

$906 

$1,540 

$1,921 

inn 

flnnavrnpnts 

30 

65 

118 

183 

12  8 

Total  

488 

971 

1,658 

2,104 

10.2 

Supplementary  medical  insurance: 

RpimhnrQPmpnt 

401 

769 

1,309 

u  n 

Copayments 

82 

138 

236 

364 

10  4 

Balance-billing  

22 

56 

87 

112 

11.4 

loiai  

Lol 

595 

1,091 

1,785 

1  9  Q 

Total  Medicare  reimbursement  

641 

1,307 

2,309 

3,230 

11.4 

Total  costs  under  Medicare  

...  776 

1,566 

2,750 

3,890 

11.3 

In  constant  1990  dollars 

Hospital  insurance: 

Reimbursement  

1,015 

1,389 

1,825 

1,921 

4.3 

Copayments  

67 

99 

140 

183 

7.0 

Total  

...  1,082 

1,488 

1,965 

2,104 

4.5 

Supplementary  medical  insurance: 

Reimbursement  

405 

615 

911 

1,309 

8.1 

,  Copayments  

183 

212 

279 

364 

4.7 

Balance-billing  

49 

86 

103 

112 

5.7 

Total  

...  637 

913 

1,293 

1,785 

7.1 

Total  Medicare  reimbursement  

1,421 

2,004 

2,735 

3,230 

5.6 

Total  costs  under  Medicare  

...  1,719 

2,401 

3,258 

3,890 

5.6 

Percent  of  costs  paid  by  Medicare 

82.6 

83.5 

84.0 

83.1 

0.3 

Note.— 1990-  values  are  projected.  The  implicit  price  deflator  for  gross  national  product  was  used  to  obtain 
constant  dollars. 


Source:  Congressional  Budget  Office  (February  1990  baseline). 
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TABLE  7— ENROLLEE  COSTS  UNDER  MEDICARE,  SELECTED  CALENDAR  YEARS 


[Incurred  costs  per  HI  or  SMI  enrollee] 


1975 

1980 

1985 

1990 

Annual 
growth 
1975—90 
(percent) 

In  current  dollars 

HI  copayments  

SMI  copayments  

$30 
82 

$65 
138 

$118 

236 

$183 
364 
112 

12.8 
10.4 
11.4 

Balance-billing  

22 

56 

87 

Total  direct  costs  

Premium  costs  

135 
80 

259 
110 

441 
186 

659 
343 

11.2 
10.2 

Total  enrollee  costs  

215 

369 

627 

1,002 

10.8 

Enrollee  per  capita  income 1 

5,158 

8,357 

12,485 

17,484 

8.5 

In  constant  1990  dollars 

HI  copayments  

SMI  copayments  

Balance-billing  

67 
183 
49 

99 
212 
86 

140 
279 
103 

183 
364 
112 

7.0 
4.7 
5.7 

Total  direct  costs  

Premium  costs  

298 
178 

397 
169 

522 
220 

659 
343 

5.4 
4.5 

Total  enrollee  costs  

476 

566 

743 

1,002 

5.1 

Enrollee  per  capita  income 1  

11,429 

12,813 

14,793 

17,484 

2.9 

Percent  of  costs  under  Medicare  paid  by  enrollees, 
by  source  of  payment 

HI  copayments  

SMI  copayments  

Balance-billing  

3.9 
10.6 
2.8 

4.1 
8.8 
3.6 

4.3 
8.6 
3.2 

4.7 
9.4 
2.9 

Total  direct  costs  

Premium  costs  

17.4 
10.4 

16.5 
7.1 

16.0 
6.8 

16.9 
8.8 

Total  

Enrollee-paid  costs  as  a  percent  of 
enrollee  per  capita  income 1  

27.7 
4.2 

23.6 
4.4 

22.8 
5.0 

25.8 
5.7 

1  From  Current  Population  Survey,  adjusted  for  underreporting. 

Note— 1990  values  are  projected.  The  implicit  price  deflator  for  gross  national  product  was  used  to  obtain 
constant  dollars. 

Source:  Congressional  Budget  Office  (February  1990  baseline). 


In  constant  dollars,  HI  copayments  have  increased  the  most  rap- 
idly between  1975  and  1995.  Premium  costs  have  risen  at  the  slow- 
est rate.  However,  over  the  last  5  years,  premium  costs  have  risen 
the  most  rapidly  and  are  the  primary  reason  real  enrollee  costs 
have  risen.  In  contrast,  the  cost  to  the  enrollee  from  balance-billing 
has  hardly  risen  at  all  over  the  last  5  years — a  direct  policy  result 
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of  the  participating  physician  program.  See  table  8  for  deductible 
amounts  and  monthly  premium  amounts  under  Medicare. 

Enrollees  are  spending  an  increasing  share  of  their  income  for 
health  care.  In  1975,  about  4.2  percent  of  enrollees'  per  capita 
income  went  to  cover  their  share  of  acute  health  care  costs  under 
Medicare.  By  1990,  enrollees  will  have  to  pay  an  estimated  5.7  per- 
cent of  their  per  capita  income  to  cover  their  share  of  costs  under 
Medicare. 

Total  health  spending  as  a  percent  of  after-tax  income  increased 
substantially  between  1972  and  1988  for  the  elderly.  In  1972, 
among  aged  households  out-of-pocket  health  spending  represented 
7.8  percent  of  after-tax  income.  By  1988,  out-of-pocket  health  spend- 
ing had  increased  to  12.5  percent  of  after-tax  income. 

TABLE  8.— COPAYMENT  AND  PREMIUM  VALUES  UNDER  MEDICARE,  SELECTED  CALENDAR 

YEARS 


Annual  growth 

1975        1980        1985        1990      1975-90  (in 

percent) 


In  current  dollars 


Hospital  insurance: 

Hospital  deductible                   $92     $180     $400     $592  13.2 

Supplementary  medical  insurance: 

Annual  deductible                     60       60       75       75  1.5 

Monthly  premium  1                   6.70      9.20     15.50     28.60  10.2 

In  constant  1990  dollars 


Hospital  insurance: 

Hospital  deductible   204  276      474      592  7.4 

Supplementary  medical  insurance: 

Annual  deductible   133  92       89       75  -3.7 

Monthly  premium  1    14.85  14.11     18.37     28.60  4.5 


^he  1980  SMI  monthly  premium  amount  is  the  average  of  values  for  the  first  and  second  halves  of  the 
year. 

Source:  Congressional  Budget  Office  (February  1990  baseline). 

Analyzing  Trends  in  Medicare  Spending,  1967-1997  6 

Between  1980  and  1985,  total  Medicare  spending  for  hospital  in- 
patient services  grew  at  an  annual  rate  of  14.6  percent.  The  esti- 
mated growth  rate  for  1985  to  1991  is  5.1  percent.  The  difference  in 
these  rates  is  due  to  changes  in  four  separate  trends:  Medicare  en- 
rollment, admissions  per  enrollee,  real  expenditures  per  admission, 
and  the  general  rate  of  inflation. 

Reduced  inflation  contributes  to  the  lower  rate  of  growth  in  total 
Medicare  inpatient  spending.  General  inflation  is  estimated  at  4.1 


6  The  following  section  borrows  heavily  from  a  memorandum  prepared  by  Sandra  Christen- 
sen,  of  the  Congressional  Budget  Office,  February  4,  1991.  Updated  April  1992. 
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percent  per  year  from  1985  to  1991,  compared  with  5.6  percent  for 
1980  to  1985.  The  growth  rate  for  1985  to  1991  would  thus  be  about 
1.5  percentage  points  higher  at  the  previous  rate  of  inflation. 

Real  Medicare  inpatient  spending  per  enrollee  removes  the  ef- 
fects of  changes  in  Medicare  enrollment  and  general  inflation  from 
total  Medicare  inpatient  spending  (see  table  9).  Since  both  enroll- 
ment and  prices  are  almost  always  increasing,  the  growth  of  real 
per  enrollee  spending  is  slower  than  the  growth  of  total  spending. 
Real  inpatient  spending  per  enrollee  grew  at  an  annual  rate  of  6.6 
percent  between  1980  and  1985,  and  the  estimate  for  1985  to  1991  is 
—  0.7  percent.  The  difference  in  these  rates  is  due  to  changes  in  ad- 
missions per  enrollee  and  real  expenditures  per  admission. 

The  number  of  Medicare  enrollees  grew  at  an  annual  rate  of  1.7 
percent  between  1980  and  1985,  and  the  estimate  for  1985  to  1991  is 
about  the  same.  Medicare  enrollment  thus  makes  no  contribution 
to  the  observed  difference  in  spending  growth  between  the  early 
and  late  1980's. 

The  trend  in  admissions  per  enrollee  did  change,  however.  In 
1984,  Medicare's  peer  review  organizations  were  set  up  to  monitor 
inpatient  cases  for  appropriateness  of  treatment  and  site  of  care. 
Simultaneously,  admission  rates  among  the  Medicare  population — 
which  had  been  increasing  through  1983 — began  to  decline.  Al- 
though admission  rates  inched  up  again  after  1987,  rates  in  1989 
for  people  age  65  or  more  (a  proxy  for  the  Medicare  population) 
were  still  only  85  percent  of  rates  in  1983.  Perhaps  Medicare's 
preadmission  approval  requirements  for  certain  procedures,  cou- 
pled with  retrospective  payment  denials  for  care  deemed  inappro- 
priate, encouraged  physicians  either  to  forgo  some  elective  proce- 
dures for  their  Medicare  patients  or  to  move  them  to  the  outpa- 
tient sector.  It  should  be  noted  that  admissions  for  the  non-Medi- 
care population  has  decreased  for  each  year  since  1981.  Given  this 
trend,  the  credit  for  lower  admissions  rates  must  go  to  changes  in 
practice  patterns  and  other  factors  not  associated  with  Medicare 
policy. 

A  reduction  in  real  expenditures  per  admission  makes  the  great- 
est contribution  to  decreased  spending  growth.  This  decline  is  pri- 
marily due  to  smaller  increases  in  payment  rates  under  PPS  since 
the  very  large  increases  in  the  first  2  years  (1984  and  1985).  At  the 
previous  rate  of  increase  in  Medicare  expenditures  per  admission, 
the  estimated  growth  in  total  inpatient  spending  between  1985  and 
1991  would  be  12.0  percent  per  year,  rather  than  5.1  percent.  The 
estimated  real  growth  in  spending  per  enrollee  would  have  been  6.4 
percent  per  year,  rather  than  —0.7  percent. 

Costs  in  hospital  outpatient  departments  have  dropped  relative 
to  the  previous  trend,  indicating  that  hospital  inpatient  costs  have 
not  simply  been  shifted  to  the  outpatient  sector.  Savings  relative  to 
trend  for  hospital  outpatient  and  home  health  services  may  in 
large  part  reflect  unsustainably  large  rates  of  growth  during  the 
trend  period  from  1975  through  1980.  Introduction  of  a  new  pay- 
ment methodology  (a  blend  of  a  fixed  rate  and  the  hospital's  costs) 
for  certain  surgical  procedures  performed  in  outpatient  depart- 
ments tended  to  reduce  costs  somewhat,  but  this  effect  was  partial- 
ly offset  by  the  shift  of  services  from  the  inpatient  sector.  During 
the  1980s,  Medicare's  administrative  agents  implemented  stricter 
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standards  for  determining  coverage  of  home  health  services  (tend- 
ing to  reduce  costs),  but  increased  demand  for  services  from  pa- 
tients discharged  earlier  from  hospitals  than  they  would  have  been 
prior  to  the  prospective  payment  system  would  have  worked  to  in- 
crease Medicare's  spending  for  home  health. 

Growth  in  spending  for  physicians'  services  has  not  slowed  as 
much  as  hospital  spending  relative  to  previous  trends  despite  the 
disproportionate  impact  on  physicians  of  budget  reconciliation  bills. 
Apparently,  growth  in  the  volume  of  physicians'  services  has  accel- 
erated by  enough  to  offset  some  of  the  enacted  reductions  in  pay- 
ment rates.  Although  not  all  of  this  growth  was  in  response  to  fee 
cuts,  growth  in  the  volume  of  services  was  enough  to  completely 
offset  the  fee  freeze  in  place  from  1984  through  1986,  but  was  insuf- 
ficient to  offset  entirely  the  effects  of  subsequent  fee  cuts  for  *  'over- 
valued" procedures. 

Spending  for  skilled  nursing  facilities  (SNFs)  increased  signifi- 
cantly. During  the  period  from  1975  through  1980,  real  spending 
per  enrollee  for  SNFs  was  falling.  This  trend  was  reversed  during 
the  1980s.  In  1988,  growth  in  SNF  spending  accelerated  sharply  be- 
cause of  a  revision  in  the  manual  used  by  administrative  agents  to 
determine  Medicare  coverage  that  greatly  relaxed  the  definition  of 
covered  care  to  make  it  conform  with  legislative  language.  Growth 
in  SNF  spending  further  accelerated  in  1989  under  provisions  of 
the  Medicare  Catastrophic  Coverage  Act,  which  briefly  eliminated 
the  requirement  for  a  hospital  stay  prior  to  a  covered  SNF  stay 
and  which  reduced  the  copayments  required  of  enrollees  for  SNF 
stays. 

Table  9  illustrates  Medicare  spending  per  enrollee  in  constant 
1990  dollars  where  the  implicit  price  deflator  for  the  gross  national 
product  has  been  used  to  obtain  constant  dollars.  The  first  column 
includes  both  Medicare  benefits  and  administration.  All  other  col- 
umns include  spending  on  benefits  only. 

From  1975  to  1985,  total  real  spending  per  enrollee  grew  at  an 
annual  rate  of  7.1  percent.  From  1985  to  1991,  there  was  a  dramat- 
ic decline  in  the  real  growth  rate  in  hospital  expenditures  per 
capita;  exclusively  in  the  inpatient  hospital  growth  rate.  The 
growth  rate  fell  from  6.6  percent  to  —0.7  percent  between  the  first 
5  years  of  the  1980's  and  the  6  subsequent  years.  While  the  outpa- 
tient growth  rate  increased  slightly,  the  total  real  hospital  spend- 
ing growth  rate  declined  from  6.7  percent  annually  to  0.3  percent 
between  1980  to  1985  as  compared  with  1985  to  1991.  This  decline 
in  the  hospital  spending  growth  rate  results  in  a  4.8  percentage 
point  reduction  in  the  total  Medicare  spending  growth  rate — a  de- 
cline of  66  percent. 

If  the  total  growth  rate  in  Medicare  spending  continued  between 
1985  and  1991  at  the  same  7.3  percent  rate  exhibited  between  1980 
and  1985,  total  Medicare  costs  per  enrollee  would  be  $4,247  in  1991, 
or  almost  $1,000  per  enrollee  more  than  the  actual  estimate.  This 
would  imply  additional  Medicare  spending  of  $34  billion  in  that 
year. 
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Total  Health  Care  Expenditures  for  the  Elderly 

Expenditures  for  personal  health  care  services  for  the  elderly 
nearly  quadrupled  between  1977  and  1987,  rising  from  $43  billion 
to  an  estimated  $162  billion  (see  table  10). 

Government  programs  (Federal  and  State)  account  for  two-thirds 
of  estimated  1987  spending  for  the  aged  (see  table  10).  The  most  sig- 
nificant of  these  programs  is  Medicare  which  pays  for  nearly  half 
of  the  aged's  health  bill.  Medicaid  funds  about  12  percent  of  the  ex- 
penditures. 

Health  insurance  coverage  of  the  elderly 

Table  11  shows  the  sources  of  health  insurance  coverage  for  the 
noninstitutionalized  population  aged  65  and  over  in  1990.  Over  95 
percent  of  the  aged  population  was  enrolled  in  Medicare,  and  more 
than  three-quarters  of  the  Medicare  enrollees  had  some  form  of 
supplemental  coverage.  Beneficiaries  with  incomes  below  the  Fed- 
eral poverty  level  were  least  likely  to  have  supplemental  coverage; 
those  who  had  such  coverage  were  more  likely  to  rely  on  Medicaid. 
Higher  income  groups  were  more  likely  to  obtain  supplemental 
coverage  through  individually  purchased  medigap  policies  or 
through  employer-based  plans.  Of  those  with  incomes  greater  than 
200  percent  of  the  poverty  level,  40  percent  had  employer  coverage, 
compared  to  just  4  percent  of  those  below  poverty.  (It  should  be 
noted  that  the  Current  Population  Survey  (CPS),  on  which  table  11 
is  based,  does  not  distinguish  between  primary  and  secondary 
sources  of  coverage.  Some  of  the  individuals  reporting  both  Medi- 
care and  employer-based  plans  relied  on  the  employer  plan  as  their 
primary  insurer,  with  Medicare  functioning  as  a  secondary  payer.) 
About  4  percent  of  the  elderly  had  more  than  one  source  of  supple- 
mental coverage,  such  as  both  employer  and  individual  medigap 
coverage,  or  both  medigap  and  Medicaid.  This  figure  does  not  in- 
clude individuals  who  obtained  multiple  policies  from  a  single  basic 
coverage  source,  such  as  those  who  purchased  more  than  one  pri- 
vate medigap  policy.  The  number  of  such  indivduals  cannot  be  de- 
termined from  the  CPS;  however,  according  to  an  American  Asso- 
ciation of  Retired  Persons  (AARP)  1989  survey,  24  percent  of  re- 
spondents in  the  national  sample  owning  insurance  in  addition  to 
Medicare,  own  two  or  more  policies. 

About  1.3  million  elderly  persons  did  not  report  Medicare  cover- 
age in  1990.  Of  these,  1  million  had  coverage  from  some  other 
source.  An  estimated  25  percent  of  these  are  Federal  annuitants 
who  are  covered  through  the  Federal  Employees  Health  Benefits 
Program  (this  estimate  is  based  on  unpublished  data  from  the 
Office  of  Personnel  Management).  Approximately  300,000  persons 
aged  65  or  over  were  without  health  insurance  coverage  in  1990. 
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TABLE  10.— PERSONAL  HEALTH  CARE  EXPENDITURES  FOR  PEOPLE  65  YEARS  OF  AGE  OR 
OVER,  BY  SOURCE  OF  FUNDS  AND  TYPE  OF  SERVICE,  1977, 1984,  AND  1987 

[In  millions  of  dollars] 


Type  of  service 


Year  and  source  of  funds 

Total  care 

Hospital 

Physician 

Miircinfr 
liUlilllg 

home 

Other  care 

1Q77 

Total  

43,425 

18,906 

7,782 

10,696 

6,041 

Private  

15,669 

2,319 

3,323 

5,424 

4,603 

Consumer  

15,499 

2,263 

3,320 

5,352 

4,564 

Out-of-pocket  

12,706 

927 

2,147 

5,264 

4,368 

Insurance   

2,793 

1,336 

1,173 

88 

195 

Other  private  

170 

56 

3 

72 

39 

Government  

27,756 

16,587 

4,458 

5,272 

1,438 

Medicare  

19,171 

14,087 

4,158 

348 

578 

Medicaid  

6,049 

733 

232 

4,453 

631 

Other  government  

2,536 

1,767 

68 

470 

230 

1984 

Total  

119,872 

54,200 

24,770 

25,105 

15,798 

Private  

39,341 

6,160 

9,827 

13,038 

10,316 

Consumer  

38,875 

5,964 

9,818 

12,856 

10,237 

Out-of-pocket  

30,198 

1,694 

6,468 

12,569 

9,467 

Insurance   

8,677 

4,270 

3,350 

287 

770 

Other  private  

466 

196 

9 

182 

79 

Government 

80  531 

48  040 

14  943 

12  067 

5  482 

Medicare  

58,519 

40|524 

lWH 

'539 

3J42 

Medicaid  

15,288 

2,595 

467 

10,418 

1,808 

Other  government  

6,724 

4,920 

162 

1,110 

532 

1987 

Total  

162,000 

67,900 

33,500 

32,800 

27,800 

Private  

60,600 

10,100 

11,900 

19,200 

19,500 

Government  

101,500 

57,900 

21,600 

13,600 

8,300 

Medicare  

72,200 

47,300 

20,300 

600 

4,100 

Medicaid  

19,500 

3,300 

500 

11,900 

3,700 

Source:  Office  of  Financial  and  Actuarial  Analysis,  Health  Care  Financing  Administration  as  reported  in  Waldo,  Daniel  R., 
and  Helen  C.  Lazenby.  "Demographic  characteristics  and  health  care  use  and  expenditures  by  the  aged  in  the  United  States: 
1977-1984."  Health  Care  Financing  Review,  Fall  1984  No.  1,  p.  1;  and  Waldo,  Daniel  R.  et  al.  "Health  Expenditures  by  Age 
Group,  1977  and  1987."  Health  Care  Financing  Review,  Summer  1989,  Vol.  10,  No.  4  and  errata  reprint  Fall  1989,  Vol.  11, 
No.  1,  p.  167. 
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TABLE  11.— SOURCES  OF  HEALTH  INSURANCE  COVERAGE  FOR  THE  NON- 
INSTITUTIONALIZED  ELDERLY,  BY  RATIO  OF  INCOME  TO  POVERTY,  1990 

[Population  in  thousands] 


Individuals  with  family  income—  Total 


cent 


Under  100       100-200  percent  Over  200  percent 
percent  of          of  poverty  of  poverty 

P°ver|y  Number  rPee'| 
ppr                  ppr  ^eni 

Number     J*     Number     cent  Number  cent 


Total  Medicare   3,500  95.7  7,988  98.2  17,307  94.6  28,796  95.7 

Medicare  only   1,339  36.6  2,537  31.2  2,857  15.6  6,733  22.4 

Medicare  plus: 

Private  supplement....  857  23.4  3,102  38.2  5,816  31.8  9,775  32.5 

Employer  coverage....  141  3.9  1,228  15.1  7,372  40.3  8,741  29.0 

Medicaid   953  26.0  681  8.4  351  1.9  1,985  6.6 

CHAMPUS   t1)  t1)  173  2.1  198  1.1  408  1.4 

2  or  more 

supplements   174  4.8  267  3.3  713  3.9  1,154  3.8 

Insured  through  non- 
Medicare  plan   f1)  (*)  77  0.9  876  4.8  1,021  3.4 

Uninsured   90  2.5  (*)  (*)  120  0.7  276  0.9 

Total   3,658  100.0  8,131  100.0  18,304  100.0  30,093  100.0 


Percent  of  all  elderly   12.2  27.0  60.8  100.0 


1  Sample  size  too  small  for  reliable  estimates. 

Source:  CRS  analysis  of  data  from  the  March  1991  Current  Population  Survey. 


Background  Data  on  Long-Term  Care 

The  phrase  "long-term  care"  refers  to  a  broad  range  of  medical, 
social,  personal,  supportive,  and  specialized  housing  services  needed 
by  individuals  who  have  lost  some  capacity  for  self-care  because  of 
a  chronic  illness  or  condition.  Chronic  illnesses  or  conditions  often 
result  in  both  functional  impairment  and  physical  dependence  on 
others  for  an  extended  period  of  time.  Major  subgroups  of  persons 
needing  long-term  care  include  the  elderly  and  non-elderly  dis- 
abled, persons  with  developmental  disabilities  (primarily  persons 
with  mental  retardation),  and  persons  with  mental  illness.  This  sec- 
tion of  appendix  B  focuses  on  the  elderly  long-term  care  popula- 
tion. 

The  range  of  chronic  illnesses  and  conditions  resulting  in  the 
need  for  supportive  long-term  care  services  is  extensive.  Unlike 
acute  medical  illnesses,  which  occur  suddenly  and  may  be  resolved 
in  a  relatively  short  period  of  time,  chronic  conditions  last  for  an 
extended  period  of  time  and  are  not  typically  curable.  Although 
chronic  conditions  occur  in  individuals  of  all  ages,  their  incidence, 
especially  as  they  result  in  disability,  increases  with  age.  These 
conditions  may  include  heart  disease,  strokes,  arthritis,  osteoporo- 
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sis,  and  vision  and  hearing  impairments.  Dementia,  the  chronic, 
often  progressive  loss  of  intellectual  function,  is  also  a  major  cause 
of  disability  in  the  elderly. 

The  presence  of  a  chronic  illness  or  condition  alone  does  not  nec- 
essarily result  in  a  need  for  long-term  care.  For  many  individuals, 
their  illness  or  condition  does  not  result  in  a  functional  impair- 
ment or  dependence  and  they  are  able  to  go  about  their  daily  rou- 
tines without  needing  assistance.  It  is  when  the  illness  or  condition 
results  in  a  functional  or  activity  limitation  that  long-term  care 
services  may  be  required. 

The  need  for  long-term  care  by  the  elderly  is  often  measured  by 
assessing  limitations  in  a  person  s  capacity  to  manage  certain  func- 
tions or  activities.  For  example,  a  chronic  condition  may  result  in 
dependence  in  certain  functions  that  are  basic  and  essential  for 
self-care,  such  as  bathing,  dressing,  eating,  toileting,  and/or  moving 
from  one  place  to  another.  These  are  referred  to  as  limitations  in 
"activities  of  daily  living,"  or  ADLs.  Another  set  of  limitations, 
which  reflect  lower  levels  of  disability,  are  used  to  describe  difficul- 
ties in  performing  household  chores  and  social  tasks.  These  are  re- 
ferred to  as  limitations  in  "instrumental  activities  of  daily  living," 
or  IADLs,  and  include  such  functions  as  meal  preparation,  clean- 
ing, grocery  shopping,  managing  money,  and  taking  medicine.  Lim- 
itations can  vary  in  severity  and  prevalence,  so  that  persons  can 
have  limitations  in  any  number  of  ADLs  or  IADLs,  or  both. 

Long-term  care  services  are  often  differentiated  by  the  settings 
in  which  they  are  provided.  In  general,  services  are  provided  either 
in  nursing  homes  or  in  home  and  community-based  care  settings. 
Nursing  home  care  includes  a  wide  variety  of  services  that  range 
from  skilled  nursing  and  therapy  services  to  assistance  with  such 
personal  care  functions  as  bathing,  dressing,  and  eating.  Nursing 
home  services  also  include  room  and  board.  All  of  these  services 
are  considered  to  be  formally  provided  services,  in  that  they  re- 
quire persons  to  pay  the  facility  for  care  that  is  provided. 

Home  and  community-based  care  also  includes  a  broad  range  of 
skilled  and  personal  care  services,  as  well  as  a  variety  of  home 
management  activities,  such  as  chore  services,  meal  preparation, 
and  shopping.  Home  care  services  can  be  provided  formally  by 
home  care  agencies,  visiting  nurse  associations,  and  day  care  cen- 
ters. Home  care  is  also  provided  informally  by  family  and  friends 
who  are  not  paid  for  the  services  they  provide.  In  contrast  to  nurs- 
ing home  care,  which  by  necessity  is  formally  provided  care,  most 
home  and  community-based  care  is  provided  informally  by  family 
and  friends.  Research  has  shown  that  more  than  70  percent  of 
those  elderly  persons  living  in  the  community  and  needing  long- 
term  care  assistance  rely  exclusively  on  nonpaid  sources  of  assist- 
ance for  their  care. 

The  long-term  care  population 

Chart  2  shows  that  an  estimated  10.6  million  persons  of  all  ages 
require  assistance  with  one  or  more  ADLs  or  IADLs.  About  two- 
thirds  of  this  total,  or  7.1  million  persons,  are  elderly.  This  is  about 
one-quarter  of  the  nation's  elderly  population. 

Another  3.5  million  persons  under  the  age  of  65  are  limited  in 
ADLs  and/or  IADLs.  Some  of  these  persons  have  congenital  or  de- 
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velopmental  conditions  such  as  cerebral  palsy  or  mental  retarda- 
tion. Others  are  disabled  from  traumatic  accidents  or  the  onset  of 
chronic  conditions  such  as  multiple  sclerosis.7  It  should  be  noted 
that  these  estimates  do  not  adequately  measure  the  need  for  long- 
term  care  among  young  children,  since  ADL  and  IADL  limitations 
are  not  appropriate  measures  of  their  disabilities. 

Chart  2  also  indicates  that  the  great  majority  of  persons  with 
ADL  and/or  IADL  limitations  live  in  the  community.  Of  the  total 
disabled  population,  84  percent  live  in  the  community.  The  nursing 
home  population  amounts  to  only  16  percent  of  the  total,  with  the 
elderly  by  far  the  greatest  share  of  this  group. 

Based  on  the  projected  growth  of  the  elderly  population  in  the 
future,  major  increases  can  be  anticipated  in  the  number  of  per- 
sons needing  assistance  with  ADL  and/or  IADL  limitations.  Cur- 
rently 32  million  persons  are  65  years  of  age  and  older.  That 
number  is  expected  to  double  to  about  66  million  by  the  year  2030. 
The  85+  population,  the  group  at  greatest  risk  of  needing  and 
using  long-term  care  services,  is  expected  to  increase  from  3.3  mil- 
lion persons  in  1990  to  8.1  million  in  2030. 8  One  study  has  estimat- 
ed that  the  number  of  elderly  needing  assistance  with  ADLs  and/ 
or  IADLs  will  grow  from  7.1  million  to  13.8  million  by  2030,  and 
the  number  requiring  nursing  home  care  will  grow  from  1.5  million 
to  5.3  million  by  that  year.9 


7  A  Call  for  Action,  p.  91. 

8  U.S.  Senate,  Special  Committee  on  Aging.  "Aging  America:  Trends  and  Projections."  Novem- 
ber 1989.  Sen.  Prt.  101-59,  p.  4. 

9  A  Call  for  Action,  p.  108. 
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CHART  2.  PERSONS  WITH  ADL  AND/OR  IADL  LIMITATIONS,  1990 
Total:  10.6  million 


3.3  million 

Source:  A  Call  for  Action,  The  Pepper  Commission, 

Final  Report,  September  1990. Based  on  Lewin/ICF 
Estimates  Prepared  for  the  Commission. 

The  Nursing  Home  Population  10 
Demographic  characteristics 

Analysis  of  the  1985  National  Nursing  Home  Survey  (NNHS) 
shows  that  the  great  majority  of  nursing  home  residents  are  65 
years  of  age  and  older.  In  1985,  88  percent  of  residents  were  65 
years  of  age  and  older,  and  12  percent  were  under  the  age  of  65.  As 
the  top  half  of  table  12  indicates,  less  than  5  percent  of  the  total 
elderly  population  in  the  country  were  residents  of  nursing  homes 
on  any  given  day  in  1985,  and  0.1  percent  of  the  under  65  popula- 
tion were  residents  in  that  year. 

Although  in  the  aggregate  less  than  5  percent  of  the  total  elderly 
population  was  in  a  nursing  home  on  any  given  day  in  1985,  young- 
er and  older  age  groups  of  the  elderly  show  very  different  rates  of 
utilization.  Table  12  and  chart  3  show  that  about  1  percent  of  the 
65-74  age  group  and  about  6  percent  of  the  75-84  age  group  resided 
in  nursing  homes  in  1985.  For  the  very  old,  those  85  and  older, 
however,  the  incidence  rate  increases  dramatically.  In  1985,  22  per- 
cent of  the  85  and  older  group  resided  in  nursing  homes.  This 
group  accounted  for  40  percent  of  total  nursing  home  residents, 
and  45  percent  of  the  elderly  nursing  home  population. 

Chart  3  also  illustrates  that,  among  each  of  the  age  groups  of  the 
elderly,  women  were  more  likely  to  reside  in  nursing  homes  than 


10  This  material  is  drawn  largely  from  "Characteristics  of  Nursing  Home  Residents  and  Pro- 
posals for  Reforming  Coverage  of  Nursing  Home  Care,"  by  Richard  Price,  Richard  Rimkunas, 
and  Carol  O'Shaughnessy,  CRS  Report  for  Congress,  No.  90-471  EPW,  September  24,  1990. 
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men.  For  the  elderly  as  a  whole,  women  were  twice  as  likely  to  be 
residing  in  nursing  homes  in  1985  as  men  (6  percent  of  women  as 
opposed  to  3  percent  for  men).  The  difference  for  men  and  women 
is  particularly  striking  in  the  75-84  and  85  and  older  age  groups. 
Higher  incidence  rates  for  women,  largely  the  result  of  longer  life 
expectancies  for  women,  mean  a  nursing  home  population  that  is 
predominately  female.  Chart  4  indicates  that  72  percent  of  nursing 
home  residents  were  female  in  1985. 

TABLE  12.— NURSING  HOME  RESIDENTS  AS  A  PROPORTION  OF  TOTAL  POPULATION,  BY 

AGE  AND  SEX,  1985 

[All  nursing  home  and  U.S.  population  estimates  in  thousands] 


All  residents 

Nursing  home        u  s  pop  Rercent 


Under  65   173  210,197  0.1 

65  to  74    212  17,009  1.2 

75  to  84    508  8,836  5.7 

85  and  older   597  2,695  22.1 

65  and  older   1,317        28,540  4J5 

Total   1,490  238,737  0.6 


Males  Females 
hotS'pno§,      "..pop.        ^rcent       £*•       U.S.  pop.  Percent 


Under  65   89  104,623  0.1  84  105,574  0.1 

65  to  74    81  7,475  1.1  132  9,534  1.4 

75  to  84    141  3,293  4.3  367  5,543  6.6 

85  and  older   112  769  14.6  485  1,926  25.2 

65  and  older   334  11,537  2.9  984  17,003  5.8 

Total   423  116,160  0.4  1,068  122,577  0.9 


Note.— Figures  are  based  on  the  number  of  current  nursing  home  residents  and  U.S.  Census  Bureau 

estimates  of  the  resident  population.  Figures  do  not  reflect  the  likelihood  of  any  individual  being  in  a  nursing 

home;  rather  these  estimates  indicate  the  percent  of  the  total  population  that  resided  in  nursing  homes  at  a 
given  point  in  time  in  1985. 

Source:  Estimates  prepared  by  CRS  using  the  1985  National  Nursing  Home  Survey,  Current  Resident  File,  and 

U.S.  Bureau  of  the  Census,  Current  Population  Report,  United  States  Population  Estimates,  by  Age,  Sex  and 

Race:  1980  to  1987,  series  P— 25,  No.  1022,  March  1988.  These  estimates  are  subject  to  limitations  of  the 
data  and  methods  employed. 
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CHART  3.  SHARE  OF  RESIDENT  POPULATION  IN  NURSING  HOMES,  1985 

As  a  percent  of  total  population 


Males 

» 

Females 

Total 

0.1  0.1  0.1 


Under  65 


1.1    1-4  1.2 

65-74 


25.2 


65  and 
above 


Total  Residents  -  1.5  million 

Studies  have  shown  that  persons  without  spouses  are  more  likely 
to  enter  nursing  homes  than  persons  with  spouses. 1 1  Because  many 
disabled  persons  often  require  a  great  deal  of  assistance,  spouses 
are  often  the  only  person  outside  of  nursing  homes  able  to  provide 
such  intensive  care.  Chart  5  indicates  that,  at  admission,  only  16 
percent  of  nursing  home  residents  were  married.  Of  the  remaining, 
56  percent  were  widowed,  18  percent  had  never  been  married,  and 
about  8  percent  were  either  divorced  or  separated. 

Chart  6  shows  that,  among  the  elderly,  the  proportion  of  resi- 
dents who  were  married  at  admission  decreases  with  age,  and  the 
proportion  who  were  widowed  increases. 


11  "Financing  of  Long-Term  Care."  Submitted  to  the  Assistant  Secretary  of  Planning  and 
Evaluation,  U.S.  Department  of  Health  and  Human  Services.  Contract  No.  HHS-100-86-051, 
September  30,  1988.  p.  1-9. 
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CHART  5.  DISTRIBUTION  OF  CURRENT  RESIDENTS,  BY  MARITAL  STATUS  AT 

ADMISSION,  1985 

In  Thousands 


Widowed  56% 
832 


Never  Married  18% 
271 


Undetermined  2% 
33 

Divorced/Separated  8% 

113 


Married  16% 
240 


Total  Residents  -  1.5  million 


Age 


Number  and  type  of  ADL  limitations  of  nursing  home  residents 

Chart  7  presents  data  on  the  number  of  limitations  in  ADLs  ex- 
hibited by  nursing  home  residents  of  all  ages  in  1985.  This  figure 
shows  that  nursing  home  residents  have  substantial  functional  lim- 
itations. Seventy-eight  percent  of  residents  needed  the  assistance  of 
others  in  two  or  more  ADLs.  Almost  55  percent  of  the  nursing 
home  population  was  severely  impaired  with  four  or  more  ADLs. 

Chart  7  also  shows  that  slightly  more  than  20  percent  of  nursing 
homa  residents  were  judged  to  have  no,  or  only  one,  activity  limita- 
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tion.  A  review  of  the  diagnosis  classifications  of  residents  by  their 
number  of  ADLs  shows  that  residents  whose  primary  diagnosis  was 
a  mental  disorder  were  disproportionately  represented  among  the 
total  number  of  residents  who  had  no  activity  limitation.  About  35 
percent  of  those  with  no  ADLs  had  a  mental  disorder  as  their  pri- 
mary diagnosis.  Mental  disorders  include  a  wide  range  of  disabil- 
ities, including  dementias,  psychoses,  and  mental  retardation.  Per- 
sons with  mental  disorders  but  without  limitations  in  ADLs  may  be 
residents  of  nursing  homes  because  they  require  supervision  or  be- 
cause of  the  unavailability  of  other  housing  and  social  service  ar- 
rangements in  the  community. 

CHART  7.  DISTRIBUTION  OF  CURRENT  RESIDENTS  BY  NUMBER  OF  ADL 
LIMITATIONS,  1985 


Limitations 
Limitations  in  1  ADL 


Total  Residents  -  1.5  million 

Chart  8  presents  data  on  the  extent  to  which  nursing  home  resi- 
dents have  various  kinds  of  limitations  in  ADLs.  The  most  fre- 
quently found  limitation  among  residents  was  bathing,  with  88  per- 
cent of  residents  needing  the  assistance  of  another  person.  The 
least  prevalent  ADL  was  in  eating,  with  slightly  more  than  one- 
third  of  residents  needing  assistance  with  this  ADL.  About  three- 
quarters  of  residents  needed  assistance  to  dress  and  two-thirds 
needed  assistance  in  getting  out  of  a  bed  or  chair  (transferring). 
About  half  of  all  residents  needed  the  assistance  of  others  in  get- 
ting to  the  toilet  or  in  caring  for  an  ostomy  bag  or  catheter. 

In  developing  measures  of  functional  limitations,  researchers 
have  found  an  ordered  regression  in  functional  abilities  as  part  of 
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the  natural  aging  process.  Loss  of  functioning  begins  with  activities 
which  are  most  complex  and  least  basic,  such  as  bathing  or  dress- 
ing. Functions  which  are  least  complex  and  most  basic,  such  as 
feeding  oneself,  are  retained  longer.  That  is,  persons  are  most  able 
to  retain  their  ability  to  feed  themselves,  but  are  less  likely  to 
retain  their  ability  to  bathe  or  dress  without  the  assistance  of 
others.12  In  addition,  persons  who  are  the  most  severely  impaired 
are  least  likely  to  be  able  to  eat  independently,  and  therefore  are 
more  likely  to  have  limitations  in  all  the  other  ADLs.  This  ordered 
regression  in  stages  of  functioning  is  reflected  in  the  nursing  home 
population.  As  shown  in  chart  8,  higher  proportions  of  residents 
needed  assistance  in  bathing  or  dressing  than  those  who  needed  as- 
sistance in  eating. 


12  Katz,  Sidney  and  Amechi  Akpom.  "A  Measure  of  Primary  Sociobiological  Functions."  Inter- 
national Journal  of  Health  Services,  Vol.  6,  No.  3,  1976. 
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CHART  8.  PERCENT  OF  RESIDENTS  REQUIRING  ASSISTANCE  OF  ANOTHER 
PERSON  IN  PERFORMING  ACTIVITY,  1985 


Percent  of  Residents  Requiring  Assistance 
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The  profile  of  nursing  home  residents  presented  above  suggests  a 
fairly  homogeneous  population:  largely  very  elderly,  female,  wid- 
owed, and  very  disabled.  However,  an  examination  of  length-of-stay 
patterns  among  the  nursing  home  population  suggests  a  more  di- 
verse group  of  persons  using  care  than  might  be  suggested  by  de- 
mographic data  alone. 
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Analysis  of  discharge  data  from  the  NNHS  shows  at  least  two 
major  users  of  nursing  home  care,  as  illustrated  in  charts  9  and  10. 
Chart  9  portrays  the  distribution  of  persons  discharged  from  nurs- 
ing homes  in  1984-85,  according  to  their  length  of  stay.  Chart  10 
shows  the  distribution  of  days  of  care  used  by  all  discharged  resi- 
dents. It  should  be  noted  that  the  discharge  file  of  the  NNHS  does 
not  provide  a  comprehensive  picture  of  the  use  of  nursing  home 
care  by  a  single  group  of  persons  over  time.  As  a  result,  estimates 
based  on  discharge  survey  data  must  be  considered  very  general 
orders  of  magnitude  of  lengths  of  stay  in  a  nursing  home. 

Chart  9  shows  that  most  nursing  home  stays  are  relatively  short. 
About  52  percent  of  persons  discharged  from  nursing  homes  had 
stays  of  less  than  90  days  and  about  63  percent  of  persons  dis- 
charged had  stays  of  less  than  6  months.  In  contrast,  27  percent  of 
persons  discharged  had  long  stays  of  1  year  or  longer,  and  17  per- 
cent had  stays  of  2  years  or  longer. 

The  distribution  of  total  days  of  care  used  by  discharged  resi- 
dents is  strikingly  different.  Chart  10  shows  that  persons  with 
stays  of  less  than  3  months  accounted  for  only  4  percent  of  days  of 
care.  Those  with  stays  of  less  than  6  months  accounted  for  8  per- 
cent of  all  days.  On  the  other  hand,  persons  with  stays  of  2  or  more 
years  accounted  for  about  73  percent  of  all  discharge  days.  In  other 
words,  persons  with  short  stays  accounted  for  the  majority  of  per- 
sons discharged  from  nursing  homes,  but  very  few  of  the  days  of 
care  used.  Those  with  long  stays  accounted  for  relatively  few  of 
those  persons  discharged  from  nursing  homes,  but  the  bulk  of  days 
used. 
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CHART  9.  DISTRIBUTION  OF  DISCHARGED  RESIDENTS  BY  LENGTH  OF  STAY, 

1984-85 
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CHART  10.  DISTRIBUTION  OF  TOTAL  DAYS  USED  BY  DISCHARGED  RESIDENTS, 
BY  LENGTH  OF  STAY,  1984-85 
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Status  of  nursing  home  residents  following  discharge 

Chart  11  shows  the  distribution  of  residents  by  their  status  fol- 
lowing discharge.  In  1984-85,  the  largest  share  of  persons — about 
50  percent — were  discharged  from  the  nursing  home  to  a  hospital 
or  other  health  care  facility,  including  nursing  homes  (about  7  per- 
cent were  discharged  to  another  long-term  care  facility).  About  28 
percent  of  discharges  were  due  to  death  in  the  nursing  home. 
About  22  percent  of  the  residents  were  discharged  to  the  communi- 
ty. This  mortality  rate  and  the  rate  of  return  to  the  community 
may  be  conservative  estimates.  For  example,  10  percent  of  those 
discharged  from  nursing  homes  to  other  health  facilities  died  in 
these  other  facilities.  Others  are  likely  to  have  returned  to  the 
community. 

CHART  11.  DISTRIBUTION  OF  DISCHARGED  RESIDENTS  BY  LIVING 
ARRANGEMENT  AFTER  DISCHARGE,  1984-85 
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The  community-based  long-term  care  population 

Chart  2  above  showed  that  the  great  majority  of  persons  with 
ADL  and/ or  IADL  limitations  live  in  the  community.  Almost  9  mil- 
lion persons  of  all  ages,  or  84  percent  of  the  total  population  with 
ADL  and/or  IADL  limitations,  live  in  the  community.  The  elderly 
represented  almost  63  percent  of  this  total. 
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Chart  12  shows  the  number  and  percent  of  elderly  persons  living 
in  the  community  with  ADL  limitations  by  type  of  limitation,  as  of 
1984. 13  A  total  of  3.7  million  elderly  persons  living  in  the  commu- 
nity, or  14  percent  of  the  total  elderly  population,  reported  some 
limitation  in  their  ability  to  bathe,  transfer,  dress,  toilet,  or  eat. 
The  prevalence  of  these  ADLs  forms  a  hierarchy  similar  to  that 
shown  above  in  chart  8  for  the  nursing  home  population.  The  most 
prevalent  limitation  was  in  bathing,  with  10  percent  of  the  elderly 
reporting  difficulty  with  this  ADL.  The  least  common  was  in 
eating,  with  2  percent  of  elderly  persons  reporting  difficulty. 

CHART  12.  PERCENT  OF  ELDERLY  IN  THE  COMMUNITY  WITH  ADL  LIMITATIONS, 
BY  TYPE  OF  LIMITATION,  1984 

Estimates  based  on  1984  Supplement  on  Aging. 
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Source:  Rowland.  Diane.  Health 
Affairs,  v.8,  p. 42.  Measuring  the 
Elderly's  Need  for  Home  Care. 


%  based  on  26.4  million  persons 
65  years  or  older. 


Chart  13  indicates  that  54  percent  of  the  elderly  population  with 
any  kind  of  ADL  limitation  in  1984  had  two  or  more  ADLs.  This 
was  about  2  million  persons.  Almost  22  percent  has  4  or  5  limita- 
tions. The  severity  of  impairment  is  not  uniform  in  the  disabled 
population.  Among  the  2  million  persons  with  two  or  more  ADLs, 
1.1  million  reported  some  difficulty  and  0.9  million  reported  a  lot  of 
difficulty  or  inability  to  perform  at  least  two  ADLs.14 


13  Rowland,  Diane.  "Measuring  the  Elderly's  Need  for  Home  Care,"  Health  Affairs,  winter 
1989,  vol.  8,  p.  42. 

14  Rowland,  p.  43. 
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CHART  13.  DISTRIBUTION  OF  ADL'S  AMONG  NONINSTITUTIONALIZED  ELDERLY 
POPULATION  HAVING  ONE  OR  MORE  ADL  LIMITATIONS,  1984 


Estimates  based  on  1984  Supplement  on 
Aging,  National  Health  Interview  Survey. 


Four  ADLs 
13.5% 


Source:  Rowland,  Diane.  Health 
Af lairs,  v.8,  p. 43.  Measuring  the 
Elderly's  Need  for  Home  Care. 


Totai'3.7  million  impaired 
persons  85  years  or  older. 


Studies  have  shown  that  the  great  bulk  of  care  provided  to  per- 
sons living  in  the  community  with  ADL  and /or  I  ADL  limitations  is 
provided  informally  by  family  and  friends  who  are  not  paid  for  the 
care  they  provide.  Chart  14  indicates  that  70  percent  of  severely 
disabled  elderly  persons  receiving  long-term  care  in  the  community 
relied  solely  on  informally  provided  care.  Only  3  percent  relied 
only  on  formal  or  paid  care. 

More  than  7  million  spouses,  adult  children,  other  relatives, 
friends,  and  neighbors  provided  unpaid  assistance  to  disabled  elder- 
ly persons  in  1984. 15  Seven  out  of  ten  informal  caregivers  bear  the 
major  responsibility  for  care  provided,  and  one  of  three  is  a  sole 
provider.  Three-quarters  of  all  caregivers  are  female — wives  and 
daughters  of  persons  needing  care.  Research  has  shown  that  care- 
givers often  reduce  their  work  hours,  take  time  off  without  pay,  or 
quit  jobs  because  of  elder  caregiving  responsibilities.  In  addition, 
many  caregivers  are  themselves  elderly — one-quarter  are  between 
the  ages  of  65  to  74  and  another  10  percent  are  75  or  older. 

Use  of  formal,  paid  services  by  elderly  persons  living  in  the  com- 
munity is  related  to  various  characteristics  of  this  group.16  Differ- 
ences in  functional  status  have  been  found  to  be  strongly  related  to 
use  of  formal  home  and  community-based  care,  with  the  likelihood 
of  using  any  formal  service  increasing  as  levels  of  impairment  in- 


15  A  Call  for  Action,  p.  93-95.  This  discussion  draws  heavily  on  this  report  and  research  pub- 
lished by  Robyn  Stone,  et  al.,  "Caregivers  of  the  Frail  Elderly:  A  National  Profile,"  The  Geron- 
tologist,  vol.  27,  1987. 

16  This  material  is  drawn  largely  from  Short,  Pamela  and  Joel  Leon,  "Use  of  Home  and  Com- 
munity Services  by  Persons  Ages  65  and  Older  with  Functional  Difficulties,"  National  Medical 
Expenditure  Survey,  Research  Findings  5,  Department  of  Health  and  Human  Services,  Agency 
for  Health  Care  Policy  and  Research,  September  1990,  p.  7-9. 
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crease.  Age  is  also  linked  to  the  use  of  formal  services,  largely  ex- 
plained by  the  fact  that  age  is  associated  with  decreasing  function- 
al status.  In  general  and  in  each  age  group  of  the  elderly,  more 
women  use  formal  home  and  community-based  care  services  than 
men.  This  is  related  to  the  longer  life  expectancies  of  women.  Per- 
sons living  alone  are  more  than  twice  as  likely  to  use  formal  serv- 
ices as  compared  to  those  living  with  other  persons.  In  addition, 
the  amount  of  money  spent  on  home  care  services  has  been  found 
to  be  directly  related  to  income;  that  is,  out-of-pocket  expenses  for 
home  care  increase  substantially  as  median  family  income  in- 
creases. 1 7 

CHART  14.  SOURCE  OF  HOME  CARE  SERVICES  FOR  THE  SEVERELY  DISABLED 
ELDERLY  POPULATION,  1989 


Source:    Lewin/ICF  and  the  Brookings 
Institution,  1989  estimates  based  on 
National  Long-Term  Care  Survey,  1982 


Note:  Severely  disabled  refers 
to  those  persons  with  three  or 
more  ADL  limitations. 


Public  and  private  spending  for  long-term  care 

Table  13  indicates  that  sizable  public  and  private  funds  are  being 
spent  on  long-term  care  services.  For  the  two  major  categories  of 
long-term  care  services,  nursing  home  and  home  care,  total  nation- 
al spending  amounted  to  almost  $53  billion  in  1988.  This  total  is  for 
all  age  groups  using  long-term  care.  By  far  the  greatest  portion  of 
spending  is  for  nursing  home  care.  About  $43  billion,  or  82  percent 
of  the  total,  was  spent  for  nursing  home  care  in  1988.  This  amount- 
ed to  over  9  percent  of  total  personal  health  care  spending  in  1988. 

Public  programs  paid  almost  50  percent  of  the  Nation's  total 
nursing  home  bill.  Medicaid  payments  accounted  for  almost  all  of 
this  amount.  Medicaid  is  the  Federal-State  health  program  for  the 
poor  and  for  those  who  have  become  poor  as  the  result  of  incurring 
large  medical  care  expenses.  In  1988,  Medicaid  spending  for  nurs- 


17  Liu,  Korbin,  Kenneth  Manton,  and  Barbara  Liu,  "Home  Care  Expenses  for  the  Disabled 
Elderly,"  Health  Care  Financing  Review.  Winter  1985,  vol.  7,  No.  2,  p.  55. 
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ing  home  care  amounted  to  45  percent  of  total  national  nursing 
home  spending. 

Table  13  shows  that  private  spending  accounted  for  about  $22  bil- 
lion, or  the  other  half  of  total  spending  for  nursing  home  care. 
Nearly  all  private  spending  for  nursing  home  care — 94  percent — 
was  paid  directly  by  consumers  out-of-pocket  with  income  and/or 
accumulated  resources.  Private  insurance  coverage  for  long-term 
nursing  home  care,  a  portion  of  the  last  line  in  the  table,  is  very 
limited,  with  private  insurance  payments  amounting  to  1  percent 
of  total  spending  for  nursing  home  care  in  1988. 

By  way  of  contrast,  spending  for  home  care  services  amounted  to 
less  than  $10  billion,  or  18  percent  of  total  long-term  care  spending. 
Public  programs  accounted  for  about  72  percent  of  total  home  care 
spending.  Out-of-pocket  payments  accounted  for  almost  80  percent 
of  private  spending,  private  insurance  again  being  very  limited  for 
this  care.  Most  home  and  community-based  care,  as  discussed 
above,  is  provided  by  family  and  friends  who  are  not  paid  for  the 
services  they  provide. 

TABLE  13. — NATIONAL  LONG-TERM  CARE  EXPENDITURES,  BY  SOURCE,  1988 

[Dollars  in  billions] 


Source  of  spending  Amount 


Nursing  home  care: 

Medicaid   $19.2 

Medicare   0.8 

Other  Federal   1.0 

Other  State   .1 

Out-of-pocket  payments   20.8 

Private  insurers  and  private  organizations   L3 

Total   M3.1 


Home  care: 

Medicaid   3.3 

Medicare   2.6 

Other  Federal  programs   0.6 

Other  State   0.5 

Out-of-pocket  payments   2.1 

Private  insurers  and  private  organizations   .6 

Total   97 

Total  long-term  care  expenditures   52.8 


1  Numbers  do  not  total  due  to  rounding. 

Source-.  A  Call  for  Action,  The  Pepper  Commission.  Final  Report,  September  1990.  Based  on  Health  Care 
Financing  Administration  (HCFA),  Department  of  Health  and  Human  Services,  data  and  Commission  staff  analysis 
of  unpublished  HCFA  data. 

Major  Federal  programs  supporting  long-term  care 

Five  programs  represent  the  major  source  of  Federal  financial 
support  available  for  nursing  home  and  community-based  long- 
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term  care — Medicaid,  Medicare,  the  Social  Services  Block  Grant 
(SSBG),  the  Older  Americans  Act,  and  the  Supplemental  Security 
Income  (SSI)  program.  None  of  these  programs  supports  the  full 
range  of  long-term  care  services.  Certain  programs  provide  health 
services  but  exclude  social  services.  Others  provide  strictly  social 
services.  Some  have  income  eligibility  requirements,  others  do  not. 

Medicaid  is  the  Nation's  major  program  of  financial  support  for 
long-term  care,  principally  because  of  its  coverage  of  nursing  home 
care.  Medicaid  payments  for  nursing  home  care  (excluding  nursing 
homes  for  the  mentally  retarded)  amounted  to  about  27  percent  of 
total  Medicaid  spending  in  fiscal  year  1990.  Comparatively  little 
funding  is  devoted  to  home  and  community-based  care.  Coverage  of 
both  nursing  home  and  home  and  community-based  services  is  re- 
stricted to  those  persons  who  have  limited  income  and  assets.  In 
general,  Medicaid  rules  limit  eligibility  to  those  persons  who  qual- 
ify for  cash  welfare  assistance  or  who  incur  large  health  care  ex- 
penses that  deplete  their  income  and  assets.18 

Medicare,  the  Federal  health  insurance  program  for  the  elderly 
and  disabled,  is  focused  primarily  on  coverage  for  acute  health  care 
costs  and  was  never  envisioned  to  provide  protection  for  long-term 
care.  Coverage  of  nursing  home  care,  for  instance,  is  limited  to 
short-term  stays  in  certain  kinds  of  nursing  homes,  referred  to  as 
skilled  nursing  facilities,  and  only  for  those  persons  who  demon- 
strate a  need  for  daily  skilled  nursing  care  following  a  hospitaliza- 
tion. Many  persons  who  require  long-term  nursing  home  care  do 
not  need  daily  skilled  nursing  care,  and  therefore,  do  not  qualify 
for  Medicare's  benefit.  As  a  result  of  this  restriction,  Medicare  paid 
for  about  4.7  percent  of  the  Nation's  expenditures  for  nursing  home 
care  in  1990. 

For  similar  reasons,  Medicare  pays  for  only  limited  amounts  of 
community-based  long-term  care  services,  primarily  through  the 
program's  home  health  benefit.  To  qualify  for  home  health  serv- 
ices, the  person  must  be  in  need  of  skilled  nursing  care  on  an  inter- 
mittent basis,  or  physical  or  speech  therapy.  Most  chronically  im- 
paired persons  do  not  need  skilled  care  to  remain  in  their  homes, 
but  rather  nonmedical  supportive  care  and  assistance  with  basic 
self-care  functions  and  daily  routines  that  do  not  require  skilled 
personnel. 

Three  other  Federal  programs — SSBG,  the  Older  Americans  Act, 
and  the  SSI  program — provide  support  for  community-based  long- 
term  care  services  for  impaired  elderly  persons.  The  SSBG  provides 
block  grants  to  the  States  for  a  variety  of  home-based  services  for 
the  elderly  as  well  as  the  disabled  and  children.  The  Older  Ameri- 
cans Act  also  funds  a  broad  range  of  in-home  services  for  the  elder- 
ly. Under  the  SSI  program,  the  federally  administered  income  as- 
sistance program  for  aged,  blind,  and  disabled  persons,  many  States 
provide  supplemental  payments  to  the  basic  SSI  payment  to  sup- 
port selected  community-based  long-term  care  services  for  certain 
eligible  persons,  including  the  frail  elderly.  However,  since  funding 


18  Most  States  extend  Medicaid  eligibility  to  persons  who  qualify  for  welfare  benefits  under 
the  Supplemental  Security  Income  (SSI)  program.  SSI  requires  that  persons  have  assets  that  do 
not  exceed  $2,000  and  income  that  does  not  exceed  $407  per  month  in  1991. 


282 


available  for  these  three  programs  is  limited,  their  ability  to  ad- 
dress the  financing  problems  in  long-term  care  is  also  very  limited. 

Spending  down  for  Medicaid  coverage  of  nursing  home  care 

As  discussed  above,  the  Medicaid  program  is  the  major  public 
source  of  support  for  the  cost  of  nursing  home  care.  Its  spending 
for  nursing  home  care  is  driven  largely  by  its  coverage  of  persons 
who  are  not  initially  poor  but  who  become  poor  by  depleting  their 
assets  on  the  cost  of  care.  At  an  average  cost  of  $30,000  a  year, 
nursing  home  costs  can  quickly  deplete  the  resources  of  an  elderly 
individual,  especially  after  prolonged  stays,  and  these  costs  also 
exceed  the  monthly  income  of  most  persons.  The  depletion  of  finan- 
cial resources  on  the  cost  of  care  and  the  movement  from  private 
payment  for  care  to  Medicaid  coverage  is  referred  to  as  the  "spend- 
down"  process.  In  1990,  Medicaid  nursing  home  payments  for  elder- 
ly persons  who  spent  down  amounted  to  61  percent  of  total  Medic- 
aid payments  for  all  services  for  all  elderly  beneficiaries.19 

Numerous  studies  have  looked  at  Medicaid  spend-down  in  the 
last  5  years.  A  recent  review  of  these  studies,  "A  Synthesis  and  Cri- 
tique of  Studies  on  Medicaid  Asset  Spenddown"  by  Adams,  Meiners 
and  Burwell,  found  that  they  generally  use  two  different  measures 
of  Medicaid  asset  spenddown.20  One  method  measures  the  percent- 
age of  persons  originally  admitted  to  nursing  homes  as  private 
payers  who  eventually  convert  to  Medicaid  prior  to  final  discharge. 
This  method  is  a  measure  of  the  risk  to  individuals  of  spending 
down  to  Medicaid  over  the  course  of  their  lifetimes,  given  the  prob- 
ability they  enter  a  nursing  home  as  private  payers. 

A  second  method  of  measuring  Medicaid  spenddown  examines 
the  percentage  of  Medicaid  residents  of  nursing  homes  who  were 
not  eligible  for  Medicaid  when  they  were  originally  admitted.  This 
method  can  be  useful  in  capturing  the  proportion  of  State  Medicaid 
expenditures  for  nursing  home  care  that  is  accounted  for  by  those 
who  spend  down. 

The  review  of  spenddown  studies,  which  use  several  different  na- 
tional and  State-level  data  bases,  found  widely  varying  estimates  of 
spenddown  as  measured  by  these  two  methods.  According  to  the 
review,  the  critical  factor  explaining  differences  among  these  stud- 
ies is  the  length  of  time  that  persons  are  studied.  The  proportion  of 


1 9  Spending  down  under  Medicaid  is  a  two-step  process.  First  persons  must  meet  the  resources 
or  assets  test.  The  term  "resources"  generally  refers  to  liquid  assets  such  as  cash  on  hand,  sav- 
ings and  checking  accounts,  stocks  and  bonds,  etc.  In  order  to  become  eligible  for  Medicaid,  the 
value  of  the  individual's  available  resources  must  be  less  than  a  State-determined  dollar  stand- 
ard, usually  $2,000  for  an  individual  without  a  spouse,  the  level  used  for  the  SSI  program.  Cer- 
tain items,  such  as  the  house,  are  excluded  as  countable  resources  under  SSI  and  Medicaid 
rules.  Second,  after  an  individual  has  depleted  virtually  all  accumulated  resources  on  the  cost  of 
nursing  home  care,  or  has  transferred  resources  (for  less  than  fair  market  value)  prior  to  the 
time  when  eligibility  could  be  denied  because  of  the  transfer,  income  standards  are  then  consid- 
ered. Most  States  have  no  absolute  upper  limit  on  income  for  applicants  residing  in  nursing 
homes.  These  States  have  what  are  known  as  medically  needy  programs.  As  long  as  the  appli- 
cant's current  monthly  income  is  insufficient  to  cover  medical  expenses,  including  the  cost  of 
care  in  the  nursing  home,  the  applicant  can  become  eligible  for  Medicaid.  Other  States  use  a 
special  income  level  to  determine  eligibility  for  persons  residing  in  nursing  homes.  Like  the 
medically  needy,  these  persons  have  income  in  excess  of  cash  welfare  program  standards.  By 
Federal  law,  the  special  income  level  used  by  States  can  be  no  more  than  three  times  the  basic 
SSI  payment  level,  or  $1,266  in  1992.  This  rule  is  known  as  the  "300  percent  rule." 

20  This  material  draws  heavily  on  Adams,  E.  Kathleen,  Mark  Meiners,  and  Brian  Burwell,  "A 
Synthesis  and  Critique  of  Studies  on  Medicaid  Asset  Spenddown,"  Office  of  the  Assistant  Secre- 
tary for  Planning  and  Evaluation,  Department  of  Health  and  Human  Services,  January  1992. 
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persons  spending  down  during  a  single  stay  is  much  lower  than  the 
proportion  of  persons  who  spend  down  over  their  entire  lifetime, 
since  half  or  more  of  persons  using  nursing  home  care  have  multi- 
ple stays.  In  general,  studies  using  national  data  tend  to  show 
lower  estimates  of  spenddown  than  do  State  studies  that  tend  to  ob- 
serve people  over  longer  time  intervals. 

The  review  of  spenddown  studies  found  that  between  20  and  25 
percent  of  persons  who  originally  enter  nursing  homes  as  private 
payers  convert  to  Medicaid  before  final  discharge.  For  this  method 
of  measuring  spenddown,  not  enough  State  studies  exist  to  deter- 
mine the  extent  to  which  spenddown  rates  vary  from  State  to 
State. 

On  the  other  hand,  estimates  of  spenddown  as  measured  by  the 
percentage  of  Medicaid  residents  of  nursing  homes  who  were  not 
eligible  for  Medicaid  when  they  were  originally  admitted  vary  con- 
siderably across  States,  reflecting  variations  in  Medicaid  eligibility 
policies  across  the  States  as  well  as  other  factors.  Studies  measur- 
ing spenddown  according  to  this  method  have  found  spenddown 
rates  of  27  percent  for  Michigan,  31  percent  for  Wisconsin,  and  39 
to  45  percent  for  Connecticut. 

Spenddown  studies  have  also  examined  the  length  of  time  it 
takes  for  persons  to  spend  down  after  nursing  home  admission.  The 
results  of  these  studies  reveal  that  of  those  people  who  spend  down, 
the  majority  spend  down  within  a  year  of  nursing  home  admission. 
This  finding  suggest  that  most  people  who  spend  down  have  limit- 
ed assets  when  they  first  enter  a  nursing  home. 

Certain  State  studies  also  show  that  people  who  spend  down  to 
Medicaid  spend  more  time  on  Medicaid  after  converting  to  Medic- 
aid coverage  than  they  spend  as  private  payers  prior  to  conversion. 
The  studies  show  that  Medicaid-paid  days  account  for  at  least  65  to 
75  percent  of  all  nursing  home  days  used  by  those  who  spend  down. 
However,  the  research  also  shows  that,  once  eligible  for  Medicaid, 
people  who  spend  down  pay  a  greater  proportion  of  total  nursing 
home  costs,  through  contributions  of  their  income  they  are  re- 
quired to  make  before  Medicaid  makes  its  payment,  than  persons 
who  are  eligible  for  Medicaid  at  initial  admission.  As  a  result, 
people  who  spend  down  account  for  a  somewhat  lower  percentage 
of  total  Medicaid  expenditures  than  their  percentage  of  Medicaid- 
covered  nursing  home  days. 

Private  long-term  care  insurance 

Private  long-term  care  insurance  is  generally  considered  to  be 
the  most  promising  private  sector  option  for  providing  the  elderly 
additional  protection  for  long-term  care  expenses.  Long-term  care 
insurance  is  a  relatively  new,  but  rapidly  growing,  market.  In  1986, 
approximately  30  insurers  were  selling  long-term  care  insurance 
policies  of  some  type  and  an  estimated  200,000  persons  were  cov- 
ered by  these  policies.  By  1987,  a  Department  of  Health  and 
Human  Services  Task  Force  on  Long-Term  Care  Insurance  found 
73  companies  writing  long-term  care  insurance  policies  covering 
423,000  persons.  As  of  January  1991,  the  Health  Insurance  Associa- 
tion of  America  found  that  more  than  1.9  million  policies  had  been 
sold,  with  143  insurers  offering  coverage. 
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Although  growth  has  been  considerable  in  a  short  period  of  time, 
the  private  insurance  industry  has  approached  this  potential 
market  with  caution.  Insurers  are  concerned  about  the  potential 
for  adverse  selection  in  long-term  care  insurance,  where  only  those 
persons  likely  to  need  care  actually  buy  insurance.  In  addition, 
they  point  to  the  problem  of  induced  demand  for  services  that  can 
be  expected  to  be  generated  by  the  availability  of  new  long-term 
care  insurance.  With  induced  demand,  sometimes  also  referred  to 
as  moral  hazard,  individuals  decide  to  use  more  services  than  they 
otherwise  would  because  they  have  insurance  and/or  will  shift 
from  nonpaid  to  paid  providers  for  their  care.  In  addition,  insurers 
are  concerned  that,  given  the  nature  of  many  chronic  conditions, 
persons  who  need  long-term  care  will  need  it  for  the  remainder  of 
their  lives,  resulting  in  an  open-ended  liability  for  the  insurance 
company. 

As  a  result  of  these  risks,  insurers  have  designed  policies  that 
limit  their  liability  for  paying  claims.  Policies  have  been  medically 
underwritten  to  exclude  persons  with  certain  conditions  or  illness- 
es. Th?y  have  contained  benefit  restrictions  that  limit  access  to 
covered  care.  Policies  also  limit  the  period  of  coverage  they  offer, 
typically  to  a  maximum  of  4  or  5  years.  In  addition,  most  plans  pro- 
vide indemnity  benefits  that  pay  only  a  fixed  amount  for  each  day 
of  coverage  service.  If  these  amounts  are  not  updated  for  inflation, 
the  protection  offered  by  the  policy  can  be  significantly  eroded  by 
the  time  a  person  actually  needs  care.  Today  payment  amounts  can 
generally  be  updated  for  inflation,  but  only  with  significant  in- 
creases in  premium  costs. 

These  design  features  of  long-term  care  insurance  raise  issues 
about  the  quality  of  coverage  offered  purchasers  of  policies.  The  in- 
surance industry  has  responded  to  some  of  these  concerns  by  offer- 
ing new  products  that  provide  broadened  coverage  and  fewer  re- 
strictions. One  of  the  key  issues  outstanding  in  the  debate  on  the 
role  private  insurance  can  play  in  financing  long-term  care  is  the 
affordability  of  coverage.  The  Health  Insurance  Association  of 
America  has  reported  that  policies  paying  $80  a  day  for  nursing 
home  care  and  $40  a  day  for  home  health  care  with  inflation  pro- 
tection and  a  20-day  deductible  period  and  a  4-year  maximum  cov- 
erage period  had  an  average  annual  premium  in  1990  of  $1,335 
when  purchased  at  the  age  of  65  and  $4,510  when  purchased  at  the 
age  of  79.  Many  elderly  persons  cannot  afford  these  premiums. 

The  insurance  industry  believes  that  affordability  of  premiums 
can  be  greatly  enhanced  if  the  pool  of  persons  to  whom  policies  are 
sold  is  expanded.  The  industry  has  argued  that  the  greatest  poten- 
tial for  expanding  the  pool  of  persons  buying  coverage  and  reduc- 
ing premiums  lies  with  employer-based  group  coverage.  Premiums 
should  be  lower  in  employer-based  group  coverage  because  younger 
age  groups  with  lower  levels  of  risk  of  needing  long-term  care 
would  be  included,  allowing  insurance  companies  to  build  up  re- 
serves to  cover  future  payments  of  benefits.  In  addition,  group  cov- 
erage has  lower  administrative  expenses. 

As  of  January  1991,  81  employers  offered  a  long-term  care  insur- 
ance plan  to  their  employees,  and  an  additional  51  companies  were 
scheduled  to  add  plans  during  the  year.  By  June  1990,  about  79,500 
persons  were  enrolled  in  employer-sponsored  long-term  care  plans. 
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About  60  percent  of  these  enrollees  were  active  employees  and 
their  spouses  and  the  other  40  percent  were  retirees  and  their 
spouses,  parents  and  parents-in-law. 

But  just  how  broadly  based  employer  interest  is  in  a  new  long- 
term  care  benefit  is  unclear  at  the  present.  Many  employers  cur- 
rently face  large  unfunded  liabilities  for  retiree  pension  and  health 
benefits.  Also,  many  employers  have  recently  experienced  substan- 
tial increases  in  premiums  for  their  current  health  benefits  plans. 
Currently  only  three  employers  contribute  to  the  cost  of  a  long- 
term  care  plan.  Other  employers  require  that  the  employee  pay  the 
full  premium  cost  of  coverage.  In  contrast,  the  majority  of  medium 
and  large  sized  employers  pay  the  full  premium  cost  of  regular 
health  care  benefits  for  their  employees. 


APPENDIX  C.  NATIONAL  AND  INTERNATIONAL  HEALTH 
CARE  EXPENDITURES  AND  HEALTH  INSURANCE  COVER- 
AGE 

National  Health  Expenditures 

During  1965  (the  year  prior  to  the  beginning  of  the  Medicare  and 
Medicaid  programs)  national  health  expenditures  were  $41.6  bil- 
lion; by  1990,  annual  expenditures  were  $666.2  billion,  over  16 
times  that  amount  (see  table  1).  Hospital  care  expenditures  are  the 
largest  component  of  national  health  expenditures,  representing  38 
percent  of  total  national  health  spending  in  1990.  In  terms  of  per 
capita  spending,  $986  was  spent  for  hospital  care  in  1990,  compared 
to  $681  in  1985,  an  increase  of  44.7  percent  over  5  years  (see  table 
3). 

Data  in  this  section  are  based  on  the  latest  revisions  in  the  na- 
tional cost  estimates  developed  by  the  Office  of  the  Actuary, 
Health  Care  Financing  Administration.  In  1989,  the  Office  made 
significant  changes  in  the  methodology  used  for  these  estimates 
and  retroactively  revised  the  figures  from  1960  to  1989.  Among  the 
most  significant  changes  were  shifts  of  certain  types  of  expendi- 
tures from  physician  services  to  other  categories,  and  a  reduction 
in  estimates  of  out-of-pocket  payments  by  individuals. 

Adjusting  for  inflation,  health  care  expenditures  have  still  in- 
creased substantially,  rising  from  $172.7  billion  in  1965  (in  constant 
1990  dollars)  to  $666.2  billion  in  1990,  an  increase  of  about  285  per- 
cent (see  table  2).  The  largest  increases  occurred  between  1965  and 
1970  (45  percent)  and  1985  to  1990  (30  percent).  The  annual  rate  of 
increase  in  inflation-adjusted  per  capita  expenditures  from  1980  to 
1985  was  4.3  percent.  For  the  years  1986  to  1990,  the  comparable 
rate  was  4.2  percent. 

Of  the  various  sources  of  payment  for  personal  health  care  ex- 
penditures in  1990,  private  health  insurance  was  the  largest  (see 
table  5).  In  1990,  private  health  insurance  payments  (including  pre- 
miums paid  for  both  employers  and  employees)  were  $186.1  billion 
and  accounted  for  32  percent  of  all  payments  for  personal  health 
care.  The  Federal  Government  accounted  for  30.3  percent  ($177.2 
billion)  of  personal  health  spending  (including  payments  for  both 
Medicare  and  Medicaid),  11  percent  ($64.6  billion)  was  paid  by 
State  and  local  sources,  and  23.3  percent  ($136.1  billion)  was  paid 
by  direct  (out-of-pocket)  payments  by  individuals.  Philanthropy  and 
in-plant  health  services  accounted  for  3.6  percent.1 


1  Personal  health  expenditures  accounted  for  88  percent  of  national  health  expenditures  in 
1990.  The  remaining  12  percent  was  expended  on  program  administration;  administrative  costs 
of  private  health  insurance  and  profits  earned  by  private  health  insurance;  noncommercial 
health  research;  new  construction;  and  government  public  health  activities. 
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Expenditures  for  Hospital  Care 

The  American  Hospital  Association  (AHA)  compiles  detailed 
measures  of  expenses  (expenditures)  of  the  Nation's  community 
hospitals,  which  are  defined  as  all  non-Federal  short-term  general 
and  other  special  hospitals  (excluding,  after  1971,  hospital  units  of 
institutions)  whose  facilities  and  services  are  available  to  the 
public.  Table  6  shows  historical  expense  data  for  community  hospi- 
tals from  the  AHA's  National  Hospital  Panel  Survey.  The  Survey 
is  a  monthly  survey  of  a  randomly  selected  sample  of  about  1,800  of 
the  approximately  5,800  community  hospitals. 

The  total  expenses  of  community  hospitals,  including  expenses 
for  both  inpatient  and  outpatient  care,  were  $238.6  billion  in  1991, 
an  increase  of  9.9  percent  over  the  preceding  year.  The  average 
cost  of  a  day  of  hospital  care  was  $844  in  1991,  representing  an  in- 
crease of  10.3  percent.  The  increase  in  hospital  costs  per  admission, 
or  "cost  per  case,"  was  8.8  percent,  rising  to  $5,460  in  1991  (see 
table  6). 

Table  6  displays,  for  measures  of  hospital  expense,  data  for  the 
years  1965  to  1991.  The  rate  of  growth  in  hospital  expenses  exceed- 
ed the  rate  of  inflation,  as  measured  by  the  CPI,  in  most  years. 
Until  recently,  changes  in  the  rate  of  growth  in  hospital  expenses 
followed  changes  in  inflation.  For  example,  the  medical  care  com- 
ponent of  the  CPI  and  the  rates  of  growth  in  the  adjusted  expenses 
per  inpatient  day  and  per  admission  were  all,  relatively  low  during 
the  Economic  Stabilization  Program  (August  1971  through  1974). 
Also,  the  rates  of  increase  of  all  four  measures  of  community  hospi- 
tal expenses  followed  the  CPI  downward  between  1981  and  1984. 
However,  since  1984,  hospital  expenses  have  continued  to  go  up, 
even  as  inflation  has  slowed.  (A  short-term  downward  trend  in  the 
growth  rate  of  hospital  expenses  which  is  not  reflected  in  the  CPI 
indexes  is  evident  in  the  1976  to  1979  interval.  Some  analysts  have 
argued  that  this  was  due  perhaps  in  part  to  the  initiation  in  1978 
of  a  "voluntary  effort"  to  reduce  health  care  costs  initiated  by  the 
American  Hospital  Association  and  other  health  organizations.) 
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TABLE  6.— SELECTED  COMMUNITY  HOSPITAL  EXPENSES  DATA,  TOTALS  AND  PERCENTAGE 

INCREASES,  1965-91 


Year 


Total  expenses 


Amount 
(billions) 


Percent 
change 


Adjusted 1 
expenses  per 
inpatient  day 


Amount 


Percent 
change 


Adjusted  expenses 
per  admission 


Amount 


Percent 
change 


Inpatient  expenses 


Amount 
(billions) 


Percent 
change 


1965                 $9,220  8.6  $41  7.5  $315  8.1  $8,414  8.7 

1966                 10.497  13.8  46  12.2  356  13.0  9.611  14.2 

1967                 12.624  20.3  53  15.2  425  19.4  11.551  20.2 

1968                14.720  16.6  59  11.3  482  13.4  13.371  15.8 

1969                 17.247  17.2  68  15.2  551  14.3  15.635  16.9 

1970                 20.261  17.5  78  14.7  608  10.3  18.328  17.2 

1971                 22.496  11.0  87  11.5  670  10.2  20.269  10.6 

1972                 25.223  12.1  96  10.3  729  8.8  22.622  11.6 

1973                 28.248  12.0  105  9.4  784  7.5  25.173  11.3 

1974                 32.759  16.0  118  12.4  873  11.4  29.077  15.5 

1975                 38.492  17.5  138  16.9  1,017  16.5  33.971  16.8 

1976                 45.842  19.1  158  14.5  1,168  14.8  40.321  18.7 

1977                 53.006  15.6  181  14.5  1,312  12.3  46.437  15.2 

1978                 59.802  12.8  203  12.2  1,466  11.7  52.131  12.3 

1979                67.833  13.4  226  11.3  1,618  10.4  59.060  13.3 

1980                79.340  17.0  256  13.3  1,836  13.5  68.962  16.8 

1981                 94.187  18.7  299  16.8  2,155  17.4  81.651  18.4 

1982                109.091  15.8  348  16.4  2,489  15.5  94.346  15.5 

1983                120.220  10.2  391  12.5  2,742  10.2  103.403  9.5 

1984                126.028  4.6  443  13.3  2,947  7.5  107.000  3.2 

1985                134.043  6.6  493  11.2  3,226  9.4  111.402  4.4 

1986               146.032  8.9  535  8.6  3,527  9.3  119.281  7.1 

1987                161.322  10.5  581  8.5  3,860  9.5  129.300  8.4 

1988                177.770  10.2  632  8.8  4,194  8.6  140.482  8.2 

1989                195.377  9.9  690  9.3  4,586  9.3  152.147  8.3 

1990               217.113  11.1  765  10.7  5,021  9.5  165.792  9.0 

1991                238.633  9.9  844  10.3  5,460  8.8  178.401  7.6 


1  Adjusted  to  account  for  the  volume  of  outpatient  visits. 

Note:  Percentage  changes  may  not  correspond  to  published  data  because  of  rounding. 

Source:  National  Hospital  Panel  Survey,  American  Hospital  Association. 

A  variety  of  factors  other  than  overall  inflation  contribute  to  ag- 
gregate changes  in  hospital  expenses,  including:  population  growth, 
aging  of  the  population,  which  affects  admission  rates,  inflation 
over  and  above  general  inflation  in  the  prices  of  goods  and  services 
purchased  by  the  hospitals  (input  factor  prices),  and  changes  in  the 
type  and  mix  (intensity)  of  services  rendered  due  to  such  factors  as 
changes  in  the  use  of  technology  or  treatment  patterns.  Arnett  et 
al.  (Health  Care  Financing  Review,  spring  1986)  estimated  that 
over  51  percent  of  the  overall  growth  in  inpatient  hospital  expenses 
between  1974  and  1984  was  due  to  overall  inflation,  approximately 
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7.3  percent  to  population  growth,  16.6  percent  to  excess  inflation  in 
hospital  prices,  and  33.4  percent  to  intensity  of  services  per  day. 

Expenditures  for  hospital  care  are  financed  primarily  by  third 
parties  (see  table  7).  In  1990,  private  health  insurers  paid  33.8  per- 
cent of  the  total,  Medicare  and  Medicaid  paid  37.8  percent,  and 
other  government  programs  paid  16.8  percent.  The  amount  fi- 
nanced out-of-pocket  by  consumers  was  an  estimated  5.0  percent. 

Table  7  also  shows  that  the  Medicare  share  of  spending  dropped 
steadily  from  1985  to  1989,  the  first  such  decreases  since  the  early 
1970s.  HCFA  attributed  this  decline  to  the  relatively  low  growth  in 
Medicare  payments  per  hospital  admission.  Medicare's  share  in 
1990  was  the  same  as  in  1989. 

Trends  in  Hospital  Utilization 

Admissions 

From  1978  to  1983,  total  admissions  increased  at  an  annual  rate 
of  1.1  percent,  and  admissions  for  persons  age  65  and  over  in- 
creased an  average  of  4.8  percent  per  year  (see  table  8).  With  the 
introduction  of  Medicare's  prospective  payment  system  (PPS),  ad- 
missions of  patients  65  and  older  declined  sharply,  contrary  to  most 
expectations.  Admissions  of  younger  patients,  however,  had  been 
decreasing  for  several  years  before  that.  Between  1987  and  1990, 
total  admissions  continued  to  decrease,  but  at  a  slower  rate,  due  to 
a  slight  increase  among  persons  age  65  and  over.  Even  among  this 
group,  however,  admissions  have  not  returned  to  pre-PPS  levels. 

Average  length  of  stay 

Before  the  implementation  of  PPS,  average  length  of  stay  (LOS) 
for  all  adults  was  relatively  constant,  at  between  7.0  and  7.2  days 
(see  table  9).  With  the  introduction  of  PPS,  there  was  a  significant 
drop  in  LOS  over  the  next  several  years.  From  1982  to  1984  LOS 
dropped  by  6.9  percent  for  all  adults  and  10.9  percent  for  adults 
age  65  and  over.  LOS  stabilized  at  this  level  throughout  the  rest  of 
the  1980s  and  into  the  1990s. 

Hospital  occupancy 

With  slight  increases  in  admissions  and  stable  LOS,  occupancy 
rates  averaged  around  75  percent  in  the  early  1980s  (see  table  10). 
The  number  of  hospital  beds  was  increasing,  exceeding  1  million  by 
1983.  During  the  early  years  of  PPS,  however,  occupancy  rates  de- 
creased dramatically.  From  1983  to  1986,  the  average  occupancy 
rate  fell  from  72.2  percent  to  63.4  percent.  This  occurred  despite  a 
decline  in  the  number  of  beds  beginning  in  1984,  with  the  total  fall- 
ing to  just  over  900,000  by  1991. 

Hospital  employment 

Hospitals  experienced  a  significant  downturn  in  total  employ- 
ment levels  at  the  time  PPS  was  introduced  (see  table  11).  During 
1984  and  1985,  total  hospital  FTEs  declined  2.3  percent.  Between 
1986  and  1990,  however,  total  hospital  employment  consistently  in- 
creased. Much  of  this  growth  may  be  attributed  to  increased  em- 
ployment in  the  outpatient  area.  In  1991,  the  rate  of  growth  of  hos- 
pital employment  dropped  substantially,  with  total  hospital  FTEs 
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increasing  by  only  0.6  percent  in  1991  compared  with  2.1  percent  in 
1990.  Hospitals  are  continuing  to  employ  an  increasing  number  of 
full-  and  part-time  personnel.  Growth  in  the  number  of  part-time 
personnel  has  exceeded  growth  in  the  number  of  full-time  person- 
nel in  every  year. 
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TABLE  8— CHANGE  IN  AVERAGE  LENGTH  OF  STAY,  ALL  ADULTS  AND  ADULTS  AGE  65  AND 

OVER,  1978-91 

Year  (engVof'stay      tent  ^  Pe™« 


1978  

7.2 

-0.3 

10.6 

-1.2 

1979  

7.1 

-1.1 

10.4 

-1.9 

1980  

7.2 

.6 

10.4 

-.1 

1981  

7.2 

.4 

10.4 

-.1 

1982  

7.2 

-.7 

10.1 

-2.3 

1983  

7.0 

-2.0 

9.7 

-4.4 

1984  

6.7 

-5.1 

9.0 

-7.5 

1985  

6.6 

-1.7 

8.8 

-2.1 

1986  

6.6 

.6 

8.8 

.4 

1987  

6.6 

.8 

8.9 

1.0 

1988  

6.6 

0 

8.8 

-.7 

1989  

6.6 

0 

8.8 

0 

1990  

6.6 

0 

8.7 

-1.1 

19911  

6.5 

-1.5 

8.6 

-1.1 

Average  annual  change: 

1978-1983  

-.5 

-1.7 

1984-1991  

-.8 

-1.3 

1  Estimate  based  on  January  through  September  1990  compared  with  January  through  September  1990. 
Source:  American  Hospital  Association  National  Panel  Survey. 

TABLE  9.— PERCENT  CHANGE  IN  HOSPITAL  ADMISSIONS,  1978-91 

Admissions 

Year 


All  Under  age  65  \6ve5rand 


1978   0.4  -1.0  4.9 

1979   2.7  1.7  5.3 

1980   2.9  1.5  6.7 

1981   .9  0  3.0 

1982   0  -1.6  4.1 

1983   -.5  -2.8  4.7 

1984   -3.7  -4.2  -2.6 

1985   -4.9  -4.7  -5.2 

1986   -2.1  -2.5  -1.0 

1987   -.6  -1.0  .4 

1988   -.4  -1.6  2.0 

1989   -1.1  -2.0  1.2 

1990   -.5  -1.6  1.7 

19911   -1.9  -3.5  1.1 

Average  annual  change: 

1978-83   1.1  -.4  4.8 

1984-90   -1.9  -2.6  -.3 


1  Estimate  based  on  January  through  September  1991  compared  with  January  through  September  1990. 
Source:  American  Hospital  Association  National  Panel  Survey. 
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TABLE  10.— PERCENT  CHANGE  IN  HOSPITAL  EMPLOYMENT,  1978-91 


VoQr  Total  hospital 

Year  ^ 


Personnel 


Total  Full  time        Part  time 


1978                                         3.7  4.1  3.3  6.8 

1979                                          3.5  3.9  3.0  6.7 

1980                                         4.7  5.2  4.0  9.1 

1981                                          5.4  6.0  4.8  9.4 

1982                                         3.7  3.7  3.6  4.1 

1983                                          1.4  1.5  1.2  2.3 

1984                                       -2.3  -2.1  -2.6  -.8 

1985                                       -2.3  -1.8  -2.7  -.1 

1986                                           .3  .4  .3  .7 

1987                                           .7  .9  .4  2.3 

1988                                          1.1  1.4  .7  3.3 

1989                                          1.6  1.9  1.2  3.6 

1990                                         2.1  2.3  1.8  3.6 

1991 1                                          .6  .7  .5  1.2 

Average  annual  change: 

1978-83                                 3.7  4.1  3.3  6.4 

1984-91                                  .2  .5  -.1  1.7 

1  Estimate  based  on  January  through  September  1991  compared  with  January  through  September  1990. 
Source:  American  Hospital  Association  National  Hospital  Panel  Survey. 

TABLE  11.— CHANGE  IN  INPATIENT  HOSPITAL  OCCUPANCY  RATES  AND  NUMBERS  OF  BEDS, 

1978-91 


Percent 


Year  n   Number  of  beds 


Percent 


0CCratesnCy       Chan§e  ~  ^ 


1978   73.8  -0.8  954,001  0.9 

1979   74.5  .9  959,269  .6 

1980   75.9  1.9  970,456  1.2 

1981   75.8  -.1  986,917  1.7 

1982   74.6  -1.6  997,720  1.1 

1983   72.2  -3.2  1,003,658  .6 

1984   66.6  -7.8  992,616  -1.1 

1985   63.6  -4.5  974,559  -1.8 

1986   63.4  -.3  963,133  -1.2 

1987   64.1  1.1  954,458  -.9 

1988   64.5  .6  942,306  -1.3 

1989   65.2  1.1  930,994  -1.2 

1990   64.5  -1.1  921,447  -1.0 

19911   63.7  -1.2  912,686  -1.0 

Annual  average: 

1978-83   -.5    1.0 

1984-91   -1.6    -1.2 


1  Estimate  based  on  January  through  September  1991  compared  with  January  through  September  1990. 
Source:  American  Hospital  Association  National  Hospital  Panel  Survey. 


299 


Expenditures  for  Physicians'  Services 

Personal  health  care  expenditures  for  physicians'  services  were 
$125.7  billion  in  1990,  an  increase  of  10.7  percent  from  the  previous 
year  (see  table  12).  In  1990,  18.9  percent  of  national  health  expendi- 
tures and  21.5  percent  of  personal  health  expenditures  were  for 
physicians'  services  (see  table  1).  Physicians,  however,  affect  per- 
sonal health  care  expenditures  more  than  this  might  indicate.  Phy- 
sicians have  considerable  discretion  in  determining  the  volume  of 
all  medical  services.  It  is  estimated  that  physicians'  decisions  (such 
as  ordering  hospitalizations,  drugs,  laboratory  tests)  directly  influ- 
ence over  70  percent  of  all  health  care  spending. 

Third-party  (public  expenditures  and  private  insurance)  pay- 
ments financed  a  large  majority  of  physicians'  services.  In  1990, 
private  health  insurance  paid  $58.2  billion  (46.3  percent)  for  such 
services.  The  remainder  was  split  between  direct  patient  payments 
and  public  expenditures.  Patients  or  their  families  paid  $23.5  bil- 
lion (18.7  percent)  for  physicians'  services.  Public  programs  paid 
$43.9  billion  (35  percent)  for  such  services,  of  which  $30  billion  was 
Federal  Medicare  payments  (see  table  12). 

Inflation  was  a  major  cause  of  growth  in  spending  for  physicians' 
services.  Physicians'  fees  have  risen  more  rapidly  (6  percent  in 
1991)  than  prices  in  the  economy  as  a  whole  (4.2  percent)  as  meas- 
ured by  the  Consumer  Price  Index  (CPI)  (see  table  13). 

An  analysis  done  by  the  Health  Care  Financing  Administration 
found  that  expenditures  for  physicians'  services  over  a  10-year  span 
increased  from  $41.9  billion  in  1980  to  $125.7  billion  in  1990,  an  av- 
erage annual  growth  rate  of  11.6  percent.  Increases  in  overall  infla- 
tion accounted  for  41  percent  of  the  expenditure  growth  during  this 
period,  increases  in  medical  care  prices  in  excess  of  general  infla- 
tion accounted  for  26  percent,  and  growth  in  the  size  of  the  popula- 
tion accounted  for  9  percent.  All  other  factors,  including  increases 
in  the  volume  and  intensity  of  services  delivered,  accounted  for  the 
remaining  23  percent  of  growth. 

The  average  physician  net  income  in  1989,  after  expenses  but 
before  taxes,  was  $155,800,  a  7.7  percent  increase  over  the  previous 
year  (see  table  14).  Surgeons  had  the  highest  average  net  incomes 
in  1989  ($220,500)  and  general  and  family  practitioners  the  lowest 
($95,900).  In  1989,  the  average  net  income  of  internal  medicine  spe- 
cialists increased  faster  than  any  other  specialty  (11.9  percent).  In 
contrast,  anesthesiologists'  net  incomes  decreased  by  4.5  percent  in 
1989. 

By  region,  average  net  income  growth  varied  greatly,  ranging 
from  —3.5  percent  in  New  England  to  15.4  percent  in  the  West 
North  Central  region.  Physicians  in  the  East  South  Central  and 
West  South  Central  regions  had  the  highest  average  net  incomes 
($173,000  and  $170,500  respectively).  Physicians  in  the  New  Eng- 
land region  had  the  lowest  average  net  incomes  ($128,300).  The 
growth  rates  differed  very  little  between  metropolitan  and  nonme- 
tropolitan  areas,  as  shown  in  table  14.  The  average  net  incomes  of 
self-employed  physicians  ($175,300)  continued  to  be  higher  than 
those  of  employee  physicians  ($119,200). 
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Table  15  shows  average  physician  net  incomes  in  nominal  and 
real  (or  constant)  dollars.  Real  income  is  expressed  in  1989  dollars. 
Physicians'  average  net  income  increased  about  158  percent  be- 
tween 1977  and  1989.  However,  average  real  incomes  increased 
about  26  percent  during  this  period,  at  an  average  annual  rate  of 
1.9  percent. 

Table  16  shows  physicians'  average  net  incomes  by  specialty. 
From  1981  to  1989,  nominal  net  income  increased  in  all  specialties. 
Table  17  shows  the  distribution  of  physicians'  net  incomes  in  1989 
for  all  physicians  and  selected  specialties.  While  the  average  net 
income  of  all  physicians  was  $155,800,  half  of  all  physicians  earned 
less  than  $125,000.  One-fourth  of  all  physicians  earned  less  than 
$85,000,  while  one-fourth  earned  more  than  $195,000.  Average  net 
income  was  higher  than  median  net  income  for  all  specialties.  An- 
esthesiologists, radiologists,  and  surgeons  had  the  highest  median 
incomes,  with  half  earning  more  than  $180,000. 

The  continuing  survey  of  physicians'  incomes  conducted  by  the 
magazine  Medical  Economics  showed  that,  on  average,  physicians 
received  79  percent  of  their  1989  gross  practice  incomes  from  third 
parties  (see  table  18).  On  average,  20  percent  came  from  commer- 
cial insurers,  15  percent  from  Blue  Shield,  23  percent  from  Medi- 
care, 9  percent  from  health  maintenance  organizations  (HMOs)  and 
independent  practice  associations  (IP As),  and  5  percent  from  pre- 
ferred provider  organizations  (PPOs).  As  table  18  indicates,  the  im- 
portance of  each  source  of  payment  varied  by  specialty.  Thoracic 
surgeons  received  the  highest  percentage  of  gross  pay  from  Medi- 
care (49  percent),  while  pediatricians,  on  average,  received  only  1 
percent  of  their  gross  income  from  Medicare. 
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TABLE  13.— ANNUALIZED  RATES  OF  CHANGE  IN  THE  CONSUMER  PRICE  INDEX  (CPI-U),1 

1965-91 


1965   1.7  1.5  2.5  3.6 

1966   2.9  3.0  4.4  5.8 

1967   2.9  2.4  7.1  7.1 

1968   4.2  4.1  6.1  5.6 

1969   5.4  5.4  6.9  6.9 

1970   5.9  5.8  6.3  7.5 

1971   4.3  4.1  6.5  6.9 

1972   3.3  3.3  3.2  3.1 

1973   6.2  6.4  3.9  3.3 

1974   11.0  11.1  9.3  9.2 

1975   9.1  8.9  12.0  12.3 

1976   5.8  5.5  9.5  11.3 

1977   6.5  6.2  9.6  9.3 

1978   7.7  7.6  8.4  8.3 

1979   11.3  11.4  9.3  9.2 

1980   13.5  13.6  10.9  10.6 

1981   10.4  10.3  10.8  11.0 

1982   6.1  5.9  11.6  9.4 

1983   3.2  2.9  8.7  7.7 

1984   4.3  4.1  6.2  7.0 

1985   3.8  3.6  6.7  6.9 

1986   1.9  1.5  7.5  7.2 

1987   3.7  3.5  6.6  7.3 

1988   4.1  3.9  6.5  7.2 

1989   4.8  4.6  7.7  7.4 

1990   5.4  5.2  9.0  7.1 

1991   4.2  3.9  8.7  6.0 


1 CPI  index  for  all  urban  consumers,  unadjusted  figures. 

Source:  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics,  Consumer  Price  Index. 
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TABLE  15.— AVERAGE  PHYSICIAN  NET  INCOME  AFTER  EXPENSES,  BEFORE  TAXES,  1977-89 

[Dollars  in  thousands] 


Nominal         Real  (1989) 


1977   $60.4  $123.6 

1978   64.6  122.9 

1979   77.4  132.3 

1980   NA  NA 

1981   89.9  122.6 

1982   97.7  125.5 

1983   104.1  129.6 

1984   108.4  129.4 

1985   112.2  129.3 

1986   119.5  135.2 

1987   132.3  144.4 

1988   144.7  151.7 

1989   155.8  155.8 


NA:  Not  available. 

Note:  No  data  for  1980.  Real  (1989  dollars)  incomes  are  calculated  using  the  consumer  price  index  for  all 
urban  consumers. 

Source:  CRS  analysis  of  data  from:  Gonzales,  Martin  L,  and  David  W.  Emmons,  eds.,  "Socioeconomic 
Characteristics  of  Medical  Practice,  1990/1991,"  Chicago,  AMA  Center  for  Health  Policy  Research,  1989. 


306 

TABLE  16.— MEDIAN  PHYSICIAN  NET  INCOME  AFTER  EXPENSES,  BEFORE  TAXES,  1981-89 

[Dollars  in  thousands] 


Median  net  income  Average  annual  percent 

change 

1989  1989   

nominal       real 1       Nominal  Real 


All  physicians 2  

$75 

$125 

$92 

6.6 

2.5 

Specialty: 

General/family  practice 

60 

90 

66 

5.2 

1.2 

Internal  medicine  

72 

120 

88 

6.6 

2.5 

Surgery  

100 

180 

132 

7.6 

3.5 

Pediatrics  

55 

93 

68 

6.8 

2.7 

Obstetrics/gynecology  

96 

164 

120 

6.9 

2.8 

Radiology  

105 

180 

132 

7.0 

2.9 

Psychiatry  

64 

100 

73 

5.7 

1.7 

Anesthesiology  

105 

180 

132 

7.0 

2.9 

Pathology  

75 

148 

109 

8.9 

4.7 

Census  Division: 

New  England  

65 

117 

83 

7.6 

3.1 

Middle  Atlantic  

70 

125 

89 

7.5 

3.0 

East  North  Central  

80 

122 

91 

5.4 

1.6 

West  North  Central  

80 

126 

93 

5.8 

2.0 

South  Atlantic  

77 

128 

96 

6.6 

2.7 

East  South  Central  

80 

127 

95 

5.9 

2.1 

West  South  Central  

80 

140 

105 

7.2 

3.4 

Mountain  

74 

120 

89 

6.2 

2.3 

Pacific  

77 

124 

92 

6.1 

2.2 

1  In  1981  dollars. 

2  Includes  physicians  in  specialties  not  listed  separately. 


Source:  Gonzalez,  Martin  L,  and  David  W.  Emmons,  eds.  "Socioeconomic  Characteristics  of  Medical  Practice, 
1989,"  Chicago,  AMA  Center  for  Health  Policy  Research,  1990-1991,  p.  10. 
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TABLE  17. — DISTRIBUTION  OF  PHYSICIAN  NET  INCOME  AFTER  EXPENSES,  BEFORE  TAXES, 
BY  SPECIALTY  AND  CENSUS  DIVISION,  1989 


[In  thousands  of  dollars] 


25th 

50th 

75th 

Mean 

Percentile 

Percentile 

Percentile 

aii  pnysicians 1  

  80 

1  OK 

1 

iyo 

100.O 

opeciaiiy: 

Pnnor'il  /fomilw  r\mnt\f*e\ 

uenerai/iarniiy  practice  

  DO 

on 
yu 

1 1  n 

110 

Q 

yo.y 

internal  meoicme  

on 

  ou 

i  on 

1/0 

1  AC  £ 

14o.O 

ourgery  

1  on 

  l^U 

1  QH 

loU 

070 

z/y 

oon  c 

Daai  a^ki  ao 

pediatrics  

CO 

  00 

yo 

1  1A 

lo4 

1  c\a  7 
1U4./ 

liKo'f  a4*  riAP  /  n\ in  a  aa  1  a  a*i i 

UDstetncs/ gynecology  

1 1  fl 

  Ill) 

1  CA 
104 

OQQ 
LOO 

1  Od  Q 

iy4.o 

D  A  A  1 A  1 A  ft\  1 

Kaoioiogy  

i  on 

  l^U 

1  Q(\ 

loU 

zou 

om  £ 

UAiiAhi  ofni 

rsycniatry  

  OU 

i  nn 
1UU 

1  QC 

loo 

1117 
111./ 

A  n npln  ao  i  aI  a  ft\  i 

Anestnesioiogy  

i  on 

  1*:U 

1  QH 

loU 

1  Q£  Q 

I0O.0 

D  A^ri  aI  a  rti  * 

ratnoiogy  

00 



14o 

onn 

104.0 

oensus  aivision: 

New  England  

80 

117 

160 

128.3 

Middle  Atlantic  

88 

125 

180 

152.5 

East  North  Central  

80 

122 

190 

155.6 

West  North  Central  

87 

126 

203 

159.2 

South  Atlantic  

84 

128 

205 

165.6 

East  South  Central  

88 

127 

205 

173.0 

West  South  Central  

90 

140 

225 

170.5 

Mountain  

80 

120 

175 

142.6 

Pacific  ... 

85 

124 

180 

148.1 

1  Includes  physicians  in  specialties  not  listed  separately. 


Source:  Gonzalez,  Martin  L,  and  David  W.  Emmons,  eds.  "Socioeconomic  Characteristics  of  Medical  Practice, 
1989."  Chicago,  AMA  Center  for  Health  Policy  Research,  1990/1991,  p.  11. 
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Supply  of  Hospital  Beds  and  Physicians 

The  national  supply  of  community  hospital  beds  per  1,000  popu- 
lation steadily  increased  from  the  1940's,  reaching  a  peak  of  4.6 
beds  per  1,000  population  in  1975.  By  1988,  the  number  of  beds  had 
dropped  to  3.9  per  1,000  population.  Similar  trends  can  be  seen  in 
the  nine  census  regions,  except  for  New  England,  which  has  seen  a 
reduction  since  1940  from  4.4  beds  to  3.6  beds  per  1,000  population 
in  1988,  and  the  Pacific  region,  where  the  reduction  has  been  from 
4.1  beds  in  1940  to  2.9  beds  in  1988.  The  area  experiencing  the  larg- 
est increase  has  been  the  East  South  Central,  where  beds  increased 
from  1.7  per  1,000  population  in  1940  to  5.1  in  1980,  falling  back  to 
4.7  in  1988.  (see  table  19). 


TABLE  19.— HOSPITAL  BEDS  PER  1,000  POPULATION,1  ACCORDING  TO  GEOGRAPHIC 
DIVISION:  UNITED  STATES,  SELECTED  YEARS  1940-88 

[Data  are  based  on  reporting  by  facilities] 


Year 

Geographic  division 

1940  2    1950  2    I960  3    1970     1975     1980     1986  1988 


United  States   3.2  3.3  3.6  4.3  4.6  4.5  4.1  3.9 

New  England   4.4  4.2  3.9  4.1  4.2  4.1  3.8  3.6 

Middle  Atlantic   3.9  3.8  4.0  4.4  4.6  4.6  4.3  4.1 

East  North  Central   3.2  3.2  3.6  4.4  4.7  4.7  4.3  4.1 

West  North  Central   3.1  3.7  4.3  5.7  5.8  5.8  5.3  5.1 

South  Atlantic   2.5  2.8  3.3  4.0  4.3  4.5  4.0  3.8 

East  South  Central   1.7  2.1  3.0  4.4  4.9  5.1  5.0  4.7 

West  South  Central   2.1  2.7  3.3  4.3  4.7  4.7  4.0  3.9 

Mountain.....   3.6  3.8  3.5  4.3  4.0  3.8  3.4  3.3 

Pacific   4.1  3.2  3.1  3.7  3.9  3.5  3.1  2.9 


1  Civilian  population. 

2  1940  and  1950  data  are  estimated  based  on  published  figures. 

3  1960  includes  hospital  units  of  institutions. 

Note:  Hospitals  include  all  non-Federal  short-stay  hospitals  classified  by  the  American  Hospital  Association 
according  to  one  of  the  following  services:  general  medical  and  surgical;  obstetrics  and  gynecology;  eye,  ear, 
nose,  and  throat,  rehabilitation;  orthopedic;  other  specialty;  children's  general;  children's  eye,  ear,  nose,  and 
throat;  children's  rehabilitation;  children's  orthopedic;  and  children's  other  specialty. 

Source:  Health,  United  States,  1990.  U.S.  Department  of  Health  and  Human  Services.  DHHS  Publication  No. 
(PHS)  91-1232,  Table  99,  pp.  176-177. 

The  number  of  active  physicians  in  the  country  has  increased 
from  334,028  in  1970  to  615,421  in  1990.  This  growth  rate  exceeded 
the  rate  at  which  the  population  of  the  Nation  grew  during  the 
decade. 

As  table  20  below  indicates,  the  ratio  of  physicians-to-population 
increased  from  148  physicians  per  100,000  population  in  1970  to  237 
physicians  per  100,000  population  in  1990.  This  table  also  indicates 
variations  in  the  supply  of  physicians  relative  to  population  by 
State.  In  1990,  the  District  of  Columbia  had  the  highest  ratio  (658 
physicians  per  100,000  population)  while  Idaho  had  the  lowest  ratio 
(142  physicians  per  100,000  population). 
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TABLE  20.— NON-FEDERAL  PHYSICIAN/POPULATION  RATIOS  AND  RANK  BY  STATE 


[Ratios:  Non-Federal  physicians  (M.D.'s)  per  100,000  civilian  population] 


State 

1970 

1975 

1985 

1990 

i  qqn 
rank 

United  States 1  

  148 

169 

220 

237  .. 

Qfl 

1UO 

1  ^9 

1 7fl 
1/U 

/10 

Alaska  

74 

95 

137 

155 

48 

Arizona  

144 

185 

220 

233 

15 

Arkansas   

  92 

i  ni 

103 

150 

165 

a  r 

45 

California  

i  a  a 

  194 

219 

266 

272 

8 

1 78 

loo 

91  fi 
£10 

909 

LJL 

1 

10 

Connecticut  

192 

224 

302 

332 

5 

Delaware  

134 

155 

203 

217 

21 

UlolNll  UI  UUIUlllUld  

OQfl 

  JJ\J 

40/ 

OU/ 

Ojo 

1 

rioriaa  

1  ^ 

  100 

1 

loO 

90fi 
LOU 

om 

LJi 

1  9 
LL 

Georgia 

108 

126 

111 

187 

34 

Hawaii  

160 

185 

239 

266 

10 

Idaho  

94 

104 

133 

142 

51 

Winnie 

1  38 

lOt 

917 

Li.  1 

99Q 

LLj 

1  nrii  ^  n  ^ 

1  f!9 

110 

100 

171 
1/1 

AO 

HL 

lowa  

1  HQ 

  lUo 

1 1  9 
1 10 

1  AQ 

i4y 

1  G7 
10/ 

AA 

Kansas   

118 

137 

179 

195 

32 

Kentucky   

102 

122 

162 

181 

38 

Louisiana  

  120 

131 

187 

A  A  A 

200 

A  A 

30 

Maine  

  Ill 

133 

193 

208 

23 

iviaryiana  

1  QO 

  loo 

917 
ill 

00/ 

j04 

oou 

0 
0 

Massachusetts  ..... 

207 

237 

331 

364 

2 

Michigan  

125 

145 

190 

201 

29 

Minnesota  

  151 

172 

223 

240 

14 

Mississippi  , 

  84 

94 

126 

144 

50 

Missouri  , 

1  00 

  izy 

1  A  Q 

14o 

i  ot; 

iyo 

ono 
zuy 

OA 
LH 

Montana  

104 

116 

155 

181 

38 

Nebraska  

116 

134 

170 

185 

35 

Nevada  

  114 

129 

173 

175 

41 

New  Hampshire  

  140 

162 

207 

227 

20 

New  Jersey  

146 

174 

243 

267 

9 

New  Mexico  

113 

130 

184 

206 

28 

New  York  

236 

258 

318 

339 

4 

North  Carolina  

111 

132 

185 

209 

24 

North  Dakota  

96 

106 

168 

184 

36 

Ohio  

133 

147 

199 

213 

22 

Oklahoma  

103 

113 

149 

160 

46 

Oregon  ... 

144 

171 

215 

233 

15 
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TABLE  20.— NON-FEDERAL  PHYSICIAN/POPULATION  RATIOS  AND  RANK  BY  STATE— 

Continued 

[Ratios:  Non-Federal  physicians  (M.D.'s)  per  100,000  civilian  population] 


State 


Pennsylvania .. 
Rhode  Island- 
South  Carolina 
South  Dakota . 

Tennessee  

Texas  

Utah  

Vermont  

Virginia.  

Washington .... 
West  Virginia.. 

Wisconsin  

Wyoming  


370 

1975 

1985 

1990 

1990 

rank 

1  dllr\ 

1  CO 

152 

1  cn 

169 

OO/I 

234 

occ 

256 

11 

i  cn 

160 

194 

OA  0 

248 

077 

27/ 

7 

7 

93 

114 

161 

177 
ill 

40 

81 

90 

143 

154 

49 

119 

139 

189 

210 

23 

117 

135 

174 

188 

33 

138 

155 

185 

200 

30 

187 

207 

268 

288 

6 

125 

149 

214 

233 

15 

149 

168 

223 

241 

13 

104 

124 

171 

183 

37 

120 

137 

188 

207 

27 

101 

108 

140 

156 

47 

1  Excludes  counts  of  physicians  in  U.S.  possessions  and  with  unknown  addresses. 
Source:  American  Medical  Association,  Physician  Characteristics  and  Distribution  in  the  U.S.  1992  edition. 
Table  A-ll. 

The  number  of  physicians  in  the  United  States  is  expected  to 
continue  to  grow  at  a  faster  rate  than  the  general  population.  Ac- 
cording to  the  American  Medical  Association,  there  were  237  active 
physicians  per  100,000  population  in  1990.  The  Deparment  of 
Health  and  Human  Services  projects  ratios  of  269  in  2000,  287  in 
2010,  and  288  in  2020. 

Health  Insurance  Coverage 
health  insurance  status  in  1990 

Most  people  have  some  form  of  health  insurance.  In  1990,  an  es- 
timated 86.1  percent  of  the  total  noninstitutionalized  population 
had  public  or  private  coverage  during  at  least  part  of  the  year. 
However,  an  estimated  34.6  million  Americans,  or  13.9  percent  of 
the  population,  were  without  health  insurance  in  1990.  All  but  0.3 
million  of  the  uninsured  were  under  age  65;  consequently  15.7  per- 
cent of  the  nonelderly  population  were  uninsured. 

These  estimates  are  based  on  an  analysis  of  the  March  1991  Cur- 
rent Population  Survey  (CPS),  a  household  survey  conducted  by  the 
Census  Bureau  of  the  Department  of  Commerce.  Each  year's 
March  CPS  asks  whether  individuals  had  coverage  from  selected 
sources  of  health  insurance  at  any  time  during  the  preceding  calen- 
dar year.  Thus  the  March  1991  CPS  reflects  respondents'  recollec- 
tions of  coverage  during  all  of  1990. 2 


2  Some  analysts  have  suggested  that  respondents  may  actually  be  reporting  their  coverage 
status  at  the  time  of  the  survey,  rather  than  for  the  previous  year. 
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The  questionnaires  used  in  March  1988-1991  differed  from  those 
used  in  previous  years.  In  addition  to  the  standard  series  of  ques- 
tions about  sources  of  health  insurance  coverage,  a  separate  part  of 
the  survey  included  further  health  insurance  questions.  Some  re- 
spondents reported  that  they  had  no  health  insurance  in  one  part 
of  the  questionnaire  and  reported  that  they  had  coverage  in  an- 
other part.  Different  analyses  of  the  CPS  data  have  used  different 
assumptions  in  reconciling  these  discrepancies  and  other  potential 
sources  of  error  in  the  survey  responses.  Also,  the  March  1988-91 
surveys  included  responses  from  population  groups  not  surveyed  in 
earlier  surveys,  including  retirees  and  other  nonworking  individ- 
uals. 

CHARACTERISTICS  OF  THE  UNINSURED 

Some  segments  of  the  population  are  more  likely  to  have  health 
insurance  coverage  than  others,  and  different  groups  rely  to  a  dif- 
ferent extent  on  private  insurance  coverage  and  on  public  pro- 
grams such  as  Medicare  and  Medicaid.  Tables  21-23  divide  the  pop- 
ulation according  to  age  and  income  and  show  the  sources  of  cover- 
age for  each  group.3  (The  total  noninstitutionalized  population  in 
1990  was  248.6  million.) 

TABLE  21.— PERCENT  OF  U.S.  NONINSTITUTIONALIZED  POPULATION  OBTAINING  HEALTH 
INSURANCE  COVERAGE  FROM  SPECIFIED  SOURCES,  BY  AGE,  1990 


Own  job    member's    Medicare    Medicaid     Other 1 
job 


Ag6' 

'  Under  18   0.1  62.7  0.1  14.9  9.3  12.9 

18  to  24   24.2  25.5  .4  7.0  16.8  26.1 

25  to  34   50.4  16.2  .9  5.9  7.2  19.4 

35  to  44   53.2  20.5  1.2  3.7  8.1  13.3 

45  to  54   52.1  20.1  2.0  3.1  9.8  12.9 

55  to  64   45.3  18.9  5.1  3.3  14.8  12.6 

65  and  over   5.7  8.9  83.8  .1  .6  .9 

Total   29.4  29.7  11.2  6.8  9.0  13.9 


1  "Other"  includes,  for  example,  privately  purchased  health  insurance  and  Department  of  Veterans  Affairs 
health  care  services. 

Source:  CRS  analysis  of  data  from  the  March  1991  Current  Population  Survey. 

As  table  21  shows,  the  rate  of  insurance  coverage  is  lowest 
among  young  adults;  26  percent  of  persons  aged  18  to  24  were  with- 
out coverage  in  1990.  Over  the  next  several  age  groups,  coverage 
rates  increase,  chiefly  because  older  workers  are  more  likely  to 
obtain  insurance  through  their  own  employment.  Finally,  the 


3  About  20  percent  of  the  population  reported  more  than  one  source  of  coverage  during  the 
year.  The  dual  coverages  many  have  been  either  at  different  points  during  the  year  or  simulta- 
neous. For  the  purpose  of  these  tables,  CRS  has  assigned  each  individual  to  one  primary  source 
of  coverage  according  to  the  "coordination  of  benefits"  rules  typically  used  by  private  sector  in- 
surance companies. 
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availability  of  Medicare  to  most  individuals  aged  65  and  over 
meant  that  less  than  1  percent  of  this  group  was  uninsured. 

Table  22  shows  the  percentage  of  the  total  uninsured  population 
of  each  age  group.  Of  the  34.6  million  uninsured,  24.3  percent  are 
children.  Young  adults  (ages  18  to  24)  total  18.8  percent  and  per- 
sons 25  to  34  total  24.0  percent  of  the  uninsured. 

TABLE  22.— PERCENT  OF  U.S.  ^INSTITUTIONALIZED  POPULATION  WITHOUT  HEALTH 
INSURANCE,  BY  AGE,  1990 


Percent  of  the 
uninsured 


Under  18   24.3 

18  to  24   18.8 

25  to  34    24.0 

35  to  44   14.8 

45  to  54   9.6 

55  to  64   7.8 

65  and  over   .8 


Total   100.0 


Note:  Items  do  not  sum  to  100.0  due  to  rounding. 

Source:  CRS  analysis  of  data  from  the  March  1991  Current  Population  Survey. 

Table  23  shows  coverage  rates  by  family  income,  expressed  as  a 
percentage  of  the  Federal  poverty  income  level.  Those  in  the  lowest 
income  groups  are  least  likely  to  have  coverage.  If  they  have  cover- 
age, the  source  is  most  likely  to  be  Medicaid.  As  family  income 
rises,  both  overall  coverage  rates  and  the  degree  of  reliance  on  em- 
ployer coverage  increase. 

TABLE  23.— PERCENT  OF  U.S.  NONINSTITUTIONALIZED  POPULATION  OBTAINING  HEALTH 
INSURANCE  COVERAGE  FROM  SPECIFIED  SOURCES,  BY  FAMILY  INCOME,  1990 


Income  as  percent  of  poverty 


Under  50   2.6  3.8  6.0  46.7  10.6  30.4 

50  to  99    5.7  9.9  17.7  30.7  8.5  27.5 

100  to  149   12.4  19.7  20.3  10.5  9.7  27.5 

150  to  199    19.6  29.1  16.4  3.8  10.4  20.7 

200  to  249    24.9  35.9  13.0  1.9  9.3  14.9 

250  and  over   40.3  35.5  8.1  .5  8.5  7.1 

Total   29.4  29.7  11.2  6.8  9.0  13.9 


1  "Other"  includes  for  example,  privately  purchased  health  insurance  and  Department  of  Veterans  Affairs 
health  care  services. 

Note:  Rows  may  not  sum  to  100.0  due  to  rounding. 

Source:  CRS  analysis  of  data  from  the  March  1991  Current  Population  Survey. 
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Table  24  combines  age  and  income  and  shows  the  percent  of  per- 
sons in  each  age/income  group  without  health  insurance.  Overall, 
the  trends  shown  in  this  table  are  similar  to  those  in  the  previous 
tables:  the  rate  of  those  without  insurance  drops  with  increasing 
age  and  income. 

TABLE  24. — PERCENT  OF  THE  U.S.  ^INSTITUTIONALIZED  POPULATION  WITHOUT  HEALTH 
INSURANCE,  BY  AGE  AND  INCOME,  1990 

income  as  a  percent  of  poverty  level     "Jf      1824to      25to      35  to      45  to      55  to  65and 


Under  50   19.8  40.2  40.7  45.8  43.3  39.6  7.3 

50  to  99    23.3  41.6  41.3  37.8  39.0  28.8  1.5 

100  to  149    26.5  42.8  40.5  34.1  37.2  29.9  .9 

150  to  199    18.6  34.8  26.7  24.6  31.2  23.3  .7 

200  to  249    10.9  28.5  21.2  16.8  21.7  15.4  .8 

250  and  over   5.0  16.4  10.5  6.2  5.9  6.2  .6 


Source:  CRS  analysis  of  data  from  the  March  1991  Current  Population  Survey. 


FACTORS  IN  EMPLOYMENT-BASED  COVERAGE 

In  the  United  States,  health  insurance  offered  on  a  job  is  the 
single  most  important  source  of  coverage.  Employer  plans  covered 
146.9  million  Americans  in  1990,  or  approximately  60  percent  of 
the  population.  If  only  the  nonaged  are  considered,  this  figure  rises 
to  over  two-thirds.  Persons  covered  under  employer  plans  are 
almost  equally  divided  between  those  obtaining  coverage  through 
their  own  work  (73.0  million)  and  those  obtaining  coverage  as  de- 
pendents on  another  family  member's  policy  (73.9  million). 

One  important  factor  in  employment-based  coverage  is  the 
degree  of  attachment  to  the  labor  force.  Employers  who  provide 
coverage  to  their  full-time  workers  may  not  offer  that  coverage  to 
part-time  employees.  Workers  in  seasonal  industries,  who  are  em- 
ployed only  part  of  the  year,  are  also  less  likely  to  be  covered. 
Table  25  shows  the  workforce  attachment  of  the  population  with- 
out health  insurance  coverage  in  1990.  Approximately  one-third  of 
the  uninsured,  12.6  million,  worked  only  part  time  or  part  of  the 
year,  or  were  dependents  of  part  time  or  part  year  workers,  while 
another  14.3  percent  had  no  work  force  attachment.  However,  49.3 
percent  of  the  uninsured,  approximately  17.1  million  persons,  were 
full  year,  full  time  workers  or  the  dependents  of  such  workers.  All 
told,  29.7  million  uninsured  persons  had  at  least  some  ties  to  the 
workforce. 

The  likelihood  that  workers  will  obtain  coverage  through  their 
jobs  is  largely  tied  to  two  characteristics  of  employers:  the  size  of 
the  firm  and  the  type  of  industry.  Tables  26  and  27  show  insurance 
coverage  in  1990  for  workers  classed  according  to  these  two  charac- 
teristics of  their  employers.  As  table  26  indicates,  workers  in  the 
smallest  firms  were  least  likely  to  obtain  employer-based  coverage 
and  most  likely  to  be  uninsured. 
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TABLE  25— PERSONS  WITHOUT  HEALTH  INSURANCE  COVERAGE,  BY  ATTACHMENT  TO  THE 

WORKFORCE,  1990 

[Thousands] 


Workers         Dependents  Total 


Nonworker   0       1  4,958         4,958  14.3 

Full  year/full  time  worker   8,976         8,083  17,059  49.3 

Full  year/part  time  worker   1,511           716         2,227  6.4 

Part  year/full  time  worker   5,387         2,414         7,801  22.5 

Part  year/part  time  worker   2,047  538         2,584  1J> 

Total   17,921        16,708  34,629  100.0 


1  Includes  both  heads  of  household  and  dependents  with  no  workforce  attachment. 

Note:  Items  may  not  sum  to  total  due  to  rounding.  Full  year  workers  were  employed  50  or  more  weeks 
during  the  year.  Full  time  workers  worked  an  average  of  35  or  more  hours  per  week  during  the  weeks  they 
were  employed. 

Source:  CRS  analysis  of  data  from  the  March  1991  Current  Population  Survey. 


TABLE  26— PERCENT  OF  WORKERS  OBTAINING  HEALTH  INSURANCE  COVERAGE  FROM 
SPECIFIED  SOURCES,  BY  SIZE  OF  EMPLOYER,  1990 


Firm  size 1 

Own  job 

Family 
member's 
job 

Medicare 

Medicaid 

Other  2 

Unin- 
sured 

Under  25  

18.9 

26.8 

4.2 

5.3 

19.2 

25.7 

25  to  99  

34.3 

33.0 

2.1 

5.0 

6.9 

18.8 

100  to  499  

40.4 

36.2 

1.6 

4.4 

5.8 

11.6 

500  to  999  

43.7 

38.3 

1.2 

2.7 

5.8 

8.3 

1,000  and  over  

43.5 

40.4 

1.3 

2.4 

5.1 

7.3 

Unemployed  or  not  in  labor 

force  

.    3  5.3 

7.1 

50.4 

19.6 

6.8 

10.8 

Total  .  

29.4 

29.7 

11.2 

6.8 

9.0 

13.9 

1  Firm  size  is  that  of  the  firm  employing  the  worker  for  the  longest  period  during  the  year. 

2  "Other"  includes,  for  example,  privately  purchased  health  insurance  and  Department  of  Veterans  Affairs 
health  care  services. 

3  Persons  reporting  coverage  through  their  own  current  or  past  employment  and  also  reporting  that  they  did 
not  work  during  the  year.  These  include  retirees,  as  well  as  some  persons  who  responded  inaccurately  to  one  of 
the  questions. 

Source:  CRS  analysis  of  data  from  the  March  1991  Current  Population  Survey. 

Table  27  shows  insurance  coverage  for  workers  by  industry  class. 
The  industries  showing  the  lowest  rates  of  job-based  coverage  are 
those  where  employment  is  seasonal  (as  in  agriculture  or  construc- 
tion) and  those  that  tend  to  use  low- wage  workers  and/ or  part  time 
workers  (as  in  personal  services,  entertainment,  and  retail  trade). 
Employer-provided  health  insurance  is  most  common  in  industries 
with  a  stable  work  force,  such  as  government,  and  those  whose 
workers  are  generally  in  collective  bargaining  arrangements,  such 
as  manufacturing,  transportation,  and  mining. 
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TABLE  27.— PERCENT  OF  WORKERS  OBTAINING  HEALTH  INSURANCE  COVERAGE  FROM 
SPECIFIED  SOURCES,  BY  MAJOR  INDUSTRY  CLASS,  1990 

Family  ..  • 

Industry  class 1  Own  job    member's    Medicare    Medicaid     Other 2  ™; 

job  surea 


Agriculture,  forestry  and 

fisheries   11.8 

Mining   35.2 

Construction   23.5 

Manufacturing,  durable  goods ....  41.2 
Manufacturing,  nondurable 

goods   41.0 

Transportation, 

communications,  and 

utilities   39.1 

Wholesale  trade   36.4 

Retail  trade   26.7 

Finance,  insurance,  and  real 

estate   41.5 

Business  and  repair  services   27.0 

Personal  services,  including 

household   19.4 

Entertainment  and  recreation 

services   27.2 

Professional  and  related 

services   41.7 

Public  administration   41.4 


20.6 
49.6 
31.3 
43.1 

5.6 
.7 

1.5 
.9 

7.3 
1.6 
4.1 
2.0 

25.8 
4.5 

12.2 
4.0 

29.0 
8.4 

27.4 
8.9 

38.4 

1.5 

3.3 

4.3 

11.5 

42.6 
39.7 
26.5 

.9 
1.8 
3.0 

1.6 
2.4 
6.9 

6.0 
8.0 
13.3 

10.0 
11.7 
23.6 

37.5 
29.6 

2.2 
2.7 

1.5 
6.2 

9.3 
12.3 

8.2 
22.1 

21.7 

6.5 

10.3 

14.4 

27.6 

25.2 

3.9 

4.0 

19.0 

20.7 

32.4 
46.6 

2.9 
1.3 

3.6 
1.7 

10.0 
4.8 

9.4 
4.3 

1  Industry  is  that  in  which  the  worker  was  employed  the  longest  during  the  year. 

2  "Other"  includes,  for  example,  privately  purchased  health  insurance  and  Department  of  Veterans  Affairs 
health  care  services. 

Source:  CRS  analysis  of  data  from  the  March  1991  Current  Population  Survey. 


TRENDS  IN  HEALTH  INSURANCE  COVERAGE 

An  examination  of  the  trends  in  health  insurance  coverage  using 
the  Current  Population  Survey  is  problematic  because  the  health 
insurance  questions  asked  by  this  survey  and  the  types  of  individ- 
uals surveyed  were  changed  beginning  with  the  March  1988 
survey.  These  changes  result  in  a  drop  in  the  number  of  uninsured 
from  1986  to  1987  (and  later  years)  that  is  unrelated  to  actual 
changes  in  insurance  coverage.  Thus,  the  data  for  1986  and  prior 
years  are  not  comparable  to  data  for  1987  and  later  years. 

Between  1979  and  1986,  the  percent  of  the  nonaged  population 
who  were  uninsured  increased  from  14.6  percent  to  17.5  percent. 
The  number  of  uninsured  would  have  been  expected  to  grow  from 
28.4  to  30.8  million  simply  because  the  overall  nonaged  population 
grew.  However,  the  number  of  nonaged  uninsured  actually  grew 
from  28.4  million  to  36.8  million.  That  is,  the  number  of  uninsured 
increased  by  8.4  million  people,  yet  only  2.4  million  or  29  percent  of 
the  growth  was  due  to  an  expanding  nonaged  population. 
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Table  28  shows  trends  in  the  nonaged  uninsured  for  selected 
years  from  1979  to  1990.  Most  of  the  change  in  health  insurance 
coverage  occurred  between  1979  and  1984;  from  1984  to  1986,  cover- 
age rates  remained  fairly  constant.  The  number  and  percent  of  the 
nonaged  uninsured  increased  each  year  over  the  1987-90  period, 
with  1989  showing  a  smaller  percentage  increase  over  1988  than 
the  increases  in  other  years. 

To  examine  why  the  uninsured  increased  since  1979,  table  29  dis- 
plays insurance  coverage  by  source  and  year. 
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The  most  dramatic  trend  shown  in  table  29  is  the  decline  from 
1979  to  1986  in  the  percent  of  the  nonaged  population  covered  by 
employment-based  plans  through  another  family  member,  from 
34.3  percent  to  31.4  percent.  This  proportion  declined  consistently 
between  1979  and  1984,  and  then  leveled  off.  On  the  other  hand, 
the  percent  of  the  nonelderly  population  covered  by  health  insur- 
ance from  their  own  work  actually  increased  between  1979  and 

1986  from  33.1  to  33.4  percent.  This  coverage  declined  during  the 
early  1980s  but  increased  by  nearly  a  full  percentage  point  between 
1983  and  1986. 

Coverage  through  one's  own  job  increased  slightly  in  1988  and 
1989  and  then  declined  in  1990  to  32.6  percent.  Coverage  from 
someone  else's  job  declined  slightly  in  1988,  rose  slightly  in  1989, 
and  declined  in  1990  to  32.6  percent,  below  the  1987  level  of  33.4 
percent.  Coverage  from  plans  not  employment-based  declined  from 

1987  to  1989,  then  increased  in  1990  almost  to  the  1987  level. 

FACTORS  LEADING  TO  LOSS  OF  COVERAGE 

One  of  the  drawbacks  in  using  the  Current  Population  Survey 
(CPS)  to  look  at  health  insurance  coverage  is  that  it  provides  an 
estimate  of  the  uninsured  for  a  point  in  time,  which  may  mask  the 
extent  to  which  people  move  in  and  out  of  coverage.  Questions  re- 
garding duration  of  coverage  and  the  reasons  for  loss  of  coverage 
cannot  be  adequately  analyzed  using  the  CPS. 

A  study  based  on  the  Census  Bureau's  Survey  of  Income  and  Pro- 
gram Participation  (SIPP)  for  the  period  between  June  1983  and 
March  1986  allows  some  insights  into  the  dynamics  of  health  insur- 
ance loss.4  In  this  study,  the  nonaged  population  was  divided  into 
two  groups:  those  respondents  who  had  insurance  in  the  first 
month  of  the  survey,  and  those  who  did  not  have  coverage  in  the 
first  month.  The  results  of  the  study  permit  a  comparison  of  these 
two  groups  as  they  moved  in  and  out  of  public  and  private  sources 
of  coverage  through  a  period  of  32  months.  What  is  revealed  is  that 
the  uninsured  population  is  heterogeneous:  it  is  made  up  of  persons 
who  lose  coverage  for  short  periods  of  time,  persons  who  experience 
periodic  spells  without  coverage,  and  those  who  are  persistently  un- 
insured for  long  periods  of  time.  Moreover,  when  compared  with  all 
persons  who  lose  coverage,  the  long-term  uninsured  are  more  likely 
to  be  poor  or  near  poor  and  have  less  attachment  or  access 
(through  family  members)  to  employer-based  health  insurance  cov- 
erage. 

As  seen  in  table  30,  of  the  151.6  million  persons  with  private  in- 
surance in  the  first  month,  78  percent  experienced  no  transition  in 
health  insurance  status  over  32  months,  whereas  4.8  percent  expe- 
rienced one  transition,  and  4  percent  experienced  more  than  3 
changes.  Of  the  30.8  million  persons  who  were  uninsured  in  the 
first  month,  27.4  percent  (about  8.4  million)  remained  uninsured 
throughout  the  32  month  period;  28.1  percent  experienced  one  tran- 


4  Monheit,  Alan  and  Claudia  L.  Schur.  The  Dynamics  of  Health  Insurance  Loss:  A  Tale  of  Two 
Cohorts.  Inquiry.  Fall,  1988,  pp.  315-327.  Because  of  differences  in  the  survey  instruments  and 
in  the  methods  used  to  analyze  the  survey,  the  SIPP  and  CPS  estimates  for  the  insured  and 
uninsured  population  are  different.  For  example,  whereas  the  CRS  estimate  using  CPS  for  the 
~>tal  nonaged  uninsured  population  in  1984  was  36.8  million  (17.7  percent),  the  Monheit  and 
Schur  estimate  using  SIPP  was  30.8  million  (15.5  percent). 
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sition,  whereas  12.1  percent  experienced  more  than  3  transitions. 
The  study  also  analyzed  the  average  duration  of  health  insurance 
loss,  that  is,  spells  of  months  without  insurance  and  total  months 
without  insurance.  It  found  that  persons  who  lost  private  insurance 
during  the  32  months  experienced  noncoverage  for  an  average  of 
8.3  months.  Persons  who  were  uninsured  during  the  first  month  ex- 
perienced on  average  a  total  of  20.2  months  without  coverage  (see 
table  31). 


TABLE  30.— TRANSITIONS  IN  HEALTH  INSURANCE  STATUS  OVER  32  MONTHS:  NUMBER  OF 
CHANGES  AMONG  PRIVATE,  PUBLIC,  AND  NO  INSURANCE  COVERAGE 

Percent  distribution 


wS™      Persons  uninsured, 

month  month 
(□  =  151  649,000)  ("=30,755,000) 


Number  of  transitions: 

0   78.0  27.4 

1   4.8  28.1 

2   10.4  17.2 

3  2  8  15  2 

MoretaT"^  4io  12:1 

Source:  1984  Panel  of  Survey  of  Income  and  Program  Participation:  NCHSR  Longitudinal  32-Month  File.  See 
Monheit  and  Schur,  1988,  p.  318,  table  1. 


TABLE  31.— DURATION  OF  HEALTH  INSURANCE  LOSS:  TOTAL  MONTHS  UNINSURED 


Number  AWoran0  Percent  distribution  by  total  months  without 
£        tolaf   " 


sands)      monmb     1-4     5-8    9-12    13-24    25-31  32 


Losers  of  private  insurance          29,778       8.3   48.6    17.7    10.9     19.1  3.7   

Uninsured  cohort   30,755      20.2    12.2    10.5     9.6     24.3     16.1  27.4 


Source:  1984  Panel  of  Survey  of  Income  and  Program  Participation:  NCHSR  Longitudinal  32-Month  File.  See 
Monheit  and  Schur,  1988,  p.  324,  table  7. 

The  study  also  looked  at  the  demographic  and  economic  charac- 
teristics of  the  two  groups,  and  revealed  significant  differences  be- 
tween the  two  groups  (see  table  32).  However,  of  particular  note 
are  the  characteristics  of  those  who  were  uninsured  during  the 
entire  32  months.  Of  these  8.4  million  people,  63.8  percent  were 
either  poor  or  near  poor.  This  compares  to  54.4  percent  of  those 
who  were  uninsured  in  the  first  month  but  who  obtained  coverage 
for  some  part  of  the  32  months,  and  25.5  percent  of  those  who  lost 
private  coverage  after  the  first  month.  Only  31.6  percent  of  the  per- 
sistently uninsured  worked  full-time,  compared  to  36.3  percent  of 
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the  uninsured  who  picked  up  coverage,  and  50.1  percent  of  the  pri- 
vately insured  who  lost  coverage. 


TABLE  32— SELECTED  CHARACTERISTICS  OF  THE  UNINSURED:  COMPARISONS  OF  PERSONS 
LOSING  PRIVATE  COVERAGE  AFTER  1ST  SIPP  REFERENCE  MONTH,  PERSONS  UNINSURED 
DURING  1ST  SIPP  REFERENCE  MONTH,  AND  PERSONS  UNINSURED  THROUGHOUT  PANEL 

.  [In  percent] 


Persons  losing  private  coverage 


Characteristics 


All  persons 
(n  =  29,778,000) 


Primary  insured 
(n  =  11,197,000) 


Persons  uninsured    Persons  uninsured 

in  first  month  throughout 
(n  =  30,755,000)     (n  =  8,412.000) 


Age* 

'  Less  than  18                      37.7  0.7  35.3  35.6 

19  to  24                           20.6  23.9  19.9  15.7 

25  to  44                           29.6  52.6  30.1  27.3 

45  to  54                            6.5  11.9  6.9  10.7 

55  to  64                            5.6  10.9  7.7  10.7 

Race/ethnicity: 

White                             76.5  76.9  69.0  67.0 

Black                             14.8  14.4  16.6  16.5 

Hispanic                           6.2  5.6  10.9  14.1 

Other                              2.5  3.1   ,  3.5  2.4 

Education: 2 

Elementary                         7.2  8.2  15.1  22.9 

High  School                       59.4  55.1  61.0  60.0 

Some  college                      22.2  21.7  15.2  12.1 

College  graduate                  11.3  15.0  8.7  5.0 

Relationship  to  poverty  level: 

Poor                               12.2  10.0  37.0  44.7 

Near  poor                         13.3  11.7  17.4  19.1 

Other  low                         14.5  13.3  13.7  12.7 

Middle  income                     40.4  40.4  23.8  18.1 

High  income                      19.6  24.6  8.2  5.3 

Employment  status:3 

Fulltime                          50.1  77.9  36.3  31.6 

Part  time                         17.5  10.2  14.9  15.7 

Unemployed                        8.3  4.6  18.3  15.5 

Not  in  labor  force                  24.1  7.4  30.5  37.2 

1  Based  on  first  SIPP  reference  month. 

2  Does  not  include  persons  who  did  not  attend  elementary  school. 

3  Does  not  include  persons  15  years  of  age  and  under. 

Source:  1984  Panel  of  Survey  of  Income  and  Program  Participation:  NCHSR  Longitudinal  32-Month  File.  See:  Monheit  and 
Schur,  1988,  p.  323,  table  6. 

Also  compared  was  the  insurance  coverage  experience  of  persons 
with  employment-related  coverage  versus  those  who  had  coverage 
from  some  other  private  source  (such  as  individual  subscriber  poli- 
cies). Thirty-three  percent  of  the  persons  with  non-employment-re- 
lated coverage  lost  coverage  while  17.5  percent  of  those  persons 
with  employment-related  coverage  experienced  a  loss  of  coverage, 
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indicating  that  for  those  without  access  to  employment-related 
plans,  it  may  be  more  difficult  to  retain  insurance. 

A  more  recent  study  using  SIPP  data  for  the  28-month  period  be- 
ginning February  1985  further  underscores  the  importance  of  tran- 
sitions in  health  insurance  coverage  over  time.5  It  found  that  28 
percent  of  the  population  (63  million  people)  experienced  at  least  1 
month  without  health  insurance.  Some  7  percent  of  the  total  popu- 
lation was  covered  for  6  months  or  less,  and  4  percent  (about  9  mil- 
lion) lacked  coverage  for  the  entire  28-month  period. 

Uncompensated  Care  Costs  in  PPS  Hospitals,  1980-89 

Uncompensated  care  is  a  term  used  to  describe  inpatient  and 
outpatient  care  given  to  patients  who  are  unable  or  unwilling  to 
pay.  It  includes  charity  care  and  bad  debts.  Charity  care  is  care 
given  for  which  no  payment  is  expected.  Bad  debt  consists  of 
charges  that  are  not  paid  by  uninsured  individuals  or  partial 
charges,  such  as  copayments,  that  are  not  paid  by  insured  individ- 
uals. For  this  analysis,  these  charges  have  been  adjusted  to  reflect 
the  cost  of  care  that  was  provided  but  not  paid  for. 

Public  hospitals  and  some  private  institutions  receive  govern- 
ment operating  subsidies  that  at  least  partially  their  uncompensat- 
ed care  losses.  These  subsidies  are  not  always  directed  specifically 
towards  charity  care,  but  they  nonetheless  serve  to  lessen  the 
burden  of  a  high  charity  care  load.  This  analysis  thus  examines  un- 
compensated care  both  before  and  net  of  government  subsidies. 

The  information  for  this  analysis  was  provided  by  the  American 
Hospital  Association  from  their  Annual  Survey  of  Hospitals.  It  de- 
scribes the  trend  and  distribution  of  uncompensated  care  for  hospi- 
tals covered  under  the  Medicare  prospective  payment  system  (PPS). 

The  analysis  produced  four  major  findings.  First,  the  financial 
burden  of  uncompensated  care  has  increased  substantially  through- 
out the  1980s.  Before  offsetting  operating  subsidies  from  State  and 
local  governments,  total  uncompensated  care  costs  in  PPS  hospitals 
increased  12  percent  per  year,  reaching  $10  billion  by  1989  (see 
table  33).  This  is  nearly  2  percentage  points  per  year  faster  than 
the  rise  in  total  hospital  costs.  The  portion  of  these  costs  that  was 
not  covered  by  government  operating  susidies  grew  even  faster — 
13.3  percent  per  year.  Government  subsidies  have  not  increased  as 
fast  as  total  hospital  cost  inflation,  with  the  lag  being  most  pro- 
nounced from  1987  to  1989  (see  chart  1).  Between  1980  to  1989,  the 
proportion  of  uncompensated  care  costs  covered  by  government 
subsidies  dropped  from  29  percent  to  20  percent. 

Second,  the  burden  of  uncompensated  care  costs  is  spreading. 
Uncompensated  care  has  traditionally  been  associated  with  large, 
urban  public  hospitals.  Over  the  last  decade,  however,  the  problem 
has  increasingly  affected  the  entire  industry.  In  the  first  half  of  the 
1980s,  both  urban  and  rural  government  hospitals  had  higher  net 
uncompensated  care  costs,  as  a  percentage  of  total  costs,  than  vol- 
untary hospitals,  and  the  gap  between  the  two  widened  (see  table 
34).  However,  this  gap  has  steadily  narrowed  since  then.  Moreover, 


5  Nelson,  Charles  and  Kathleen  Short.  "Health  Insurance  Coverage  1986-1988."  U.S.  Depart- 
ment of  Commerce,  Bureau  of  the  Census.  Current  Population  Reports.  Series  P-70,  No.  17.  U.S. 
Government  Printing  Office.  Washington.  1990. 
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the  government  subsidies  received  by  public  hospitals  reduce  their 
uncompensated  care  burden. 

The  uncompensated  care  burden  also  tends  to  increase  with  hos- 
pitals size.  However,  after  accounting  for  government  subsidies,  the 
difference  between  the  smallest  and  largest  groups  in  urban  areas 
is  modest.  There  is  a  much  more  pronounced  difference  in  rural 
areas.  The  net  uncompensated  care  rate  (i.e.,  uncompensated  care 
costs  net  of  government  subsidies,  as  a  percentage  of  total  costs)  for 
rural  hospitals  with  fewer  than  50  beds  averaged  only  3.5  percent 
in  the  last  3  years  of  the  decade,  reflecting  the  fact  that  many  of 
these  institutions  receive  local  government  support.  The  largest 
rural  hospitals,  on  the  other  hand,  receive  almost  no  government 
support  and  consequently  devoted  a  net  of  6.0  percent  of  their  costs 
to  uncompensated  care. 

Third,  while  charity  care  and  bad  debts  have  become  a  signifi- 
cant financial  burden  for  a  greater  number  and  variety  of  hospi- 
tals, the  amount  of  uncompensated  care  provided  by  individual  hos- 
pitals varies  within  all  of  the  standard  hospital  groups.  Among  all 
PPS  hospitals,  the  proportion  of  resources  devoted  to  uncompensat- 
ed care  net  of  subsidies  is  5.7  percent  for  the  top  quartile — the  25 
percent  of  hosptials  with  the  highest  uncompensated  care  bur- 
dens— but  only  2.3  percent,  or  less  than  half  as  much,  in  the 
bottom  quartile  (see  table  35).  The  same  general  pattern  prevails  in 
every  hospital  group  studied,  with  the  widest  variation  seen  among 
public  hospitals.  There  is  a  small  group  of  public  hospitals  shoul- 
dering a  truly  disproportionate  uncompensated  care  burden,  and 
there  are  other  government  hospitals  devoting  a  smaller  than  aver- 
age share  of  resources  to  unpaid  care. 

Furthermore,  uncompensated  care  costs  also  vary  among  metro- 
politan areas.  Of  the  Nation's  20  largest  cities  between  1984  to 
1989,  the  hospitals  in  Washington,  D.C.,  had  the  highest  average 
uncompensated  care  rate,  6.8  percent  of  total  costs,  compared  with 
Milwaukee,  which  had  the  lowest  average  uncompensated  care 
rate,  2.4  percent  of  total  costs  (see  table  36).  Some  urban  areas,  like 
Boston  and  Washington,  exhibited  the  traditional  pattern  of  un- 
compensated care  being  concentrated  in  their  core  city  hospitals. 
But  in  other  areas,  like  Dallas  and  San  Diego,  the  suburban  hospi- 
tals had  higher  uncompensated  care  rates  than  their  central  city 
counterparts. 

Finally,  while  a  hospital's  uncompensated  care  load  is  an  impor- 
tant determinant  of  its  overall  financial  condition,  it  is  not  the  pre- 
dominant factor  in  predicting  financial  performance.  Perhaps  the 
most  important  factor  in  this  regard  is  the  degree  to  which  hospi- 
tals are  able  to  generate  revenue  from  other  payers  and  non-pa- 
tient care  sources  to  cover  their  uncompensated  care  costs  and 
Medicaid  shortfalls. 
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TABLE  33.— HOSPITAL  UNCOMPENSATED  CARE  COSTS  AND  GOVERNMENT  OPERATING 

SUBSIDIES,  1980-89 


Amount  (in  billions)  Average  annual  percent  change 

Measure     

1980        1984        1989      1980-84    1984-89  1980-89 


Uncompensated  care  costs 

before  government  subsidies..  $3.6  $6.9  $10.0  17.7  7.7  12.0 
Government  operating 

subsidies   1.0  1.7       2.0      14.2       3.3  8.0 

Uncompensated  care  costs  net 

of  government  subsidies   2.6  5.2       8.0      18.9       9.0  13.3 

Proportion  of  uncompensated 
care  costs  covered  by 
government  subsidies 

(percent)   29       24  20   


Note.— Includes  PPS  hospitals  only.  Proportions  calculated  from  the  dollar  amounts  shown  may  not  equal  the 
proportions  shown  due  to  rounding. 


CHART  1.  CUMULATIVE  GROWTH  IN  UNCOMPENSATED  CARE  COSTS  AND 
GOVERNMENT  SUBSIDIES,  1980-89 


220 


Change 


1980  1981  1982  1983  1984  1985  1986  1987  1988  1989 


O  Uncompensated  care  costs  net  of  government  subsidies 
■  Uncompensated  care  costs  before  government  subsidies 


o  Total  hospital  costs 

□  Government  operating  subsidies 
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TABLE  34. — UNCOMPENSATED  CARE  COSTS  AS  A  PERCENT  OF  TOTAL  COSTS,  BY  HOSPITAL 

GROUP 

[In  percent] 


Uncompensated  care  costs  before         Uncompensated  care  costs  net  of 
Hospital  group  Government  subsidies  Government  subsidies 

1981-84      1985-87      1988-89      1981-84      1985-87  1988-89 


All  hospitals   5.3  6.2  6.1  4.0  4.7  4.7 

Urban   5.4  6.3  6.2  4.0  4.7  4.7 

Rural   4.8  5.5  5.5  4.2  4.8  4.9 

Urban  central  city1    6.4  7.4  6.9  4.2  4.9  4.7 

Urban  ring1   3.7  4.6  4.9  3.4  4.2  4.5 

Large  urban   5.4  6.4  6.1  3.8  4.6  4.4 

Other  urban   5.5  6.1  6.2  4.3  4.9  5.1 

Rural  referral   5.0  5.5  5.6  4.8  5.3  5.5 

Sole  community   5.1  5.3  5.2  4.1  4.3  4.2 

Other  rural   4.6  5.6  5.4  4.0  4.7  4.6 

Major  teaching   9.7  10.9  9.3  4.4  5.2  4.3 

Other  teaching   4.4  5.0  5.4  4.1  4.7  5.1 

Non-teaching   4.2  5.0  5.1  3.8  4.5  4.7 

Medicare 
disproportionate 
share* 

Large  urban   7.3  8.7  7.8  4.3  5.2  4.7 

Other  urban   7.1  7.7  7.7  5.0  5.7  5.8 

Rural   6.7  7.6  7.4  5.9  6.8  6.7 

Non-disproportionate 

share   3.7  4.4  4.6  3.4  4.1  4.3 

Urban  <  100  beds   3.7  4.9  5.0  3.2  3.9  4.2 

Urban  100  to  249  beds..  4.3  5.5  5.6  3.7  4.8  4.9 

Urban  250  to  404  beds..  4.2  4.9  5.2  3.5  4.4  4.7 

Urban  405  to  684  beds..  4.9  5.6  5.6  4.1  4.7  4.8 

Urban  685  plus  beds   6.8  7.7  7.2  4.3  5.0  4.8 

Rural  <  50  beds   4.2  5.2  5.0  3.1  3.5  3.4 

Rural  50  to  99  beds   4.8  5.4  5.3  4.0  4.7  4.6 

Rural  100  to  169  beds...  4.9  5.5  5.4  4.5  5.2  5.1 

Rural  170  plus  beds   5.1  5.9  6.0  5.0  5.7  6.0 

New  England   4.7  5.3  5.6  4.5  5.0  5.4 

Middle  Atlantic   4.5  5.3  5.2  3.6  4.2  3.9 

South  Atlantic   7.3  8.2  7.7  5.7  6.5  6.3 

East  North  Central   3.8  4.1  4.2  3.1  3.5  3.7 

East  South  Central   7.7  8.0  8.3  6.2  6.8  7.2 

West  North  Central   3.9  4.5  4.1  2.8  3.4  3.1 
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TABLE  34.— UNCOMPENSATED  CARE  COSTS  AS  A  PERCENT  OF  TOTAL  COSTS,  BY  HOSPITAL 

GROUP— Continued 

[In  percent] 


Hospital  group 


Uncompensated  care  costs  before 
Government  subsidies 


Uncompensated  care  costs  net  of 
Government  subsidies 


1981-84      1985-87      1988-89      1981-84      1985-87  1988-89 


West  South  Central   8.7 

Mountain   6.1 

Pacific   4.1 

Voluntary   4.0 

Proprietary   3.2 

Urban  government   13.0 

Rural  government  ,  5.8 

1  Nation's  100  largest  cities  only. 
Note:  Includes  PPS  hospitals  only. 


9.9 
6.2 
5.9 

4.6 
4.4 
15.4 
6.9 


9.0 
6.5 
5.9 

4.9 
4.5 
13.4 
6.5 


4.7 
4.6 
3.1 

3.9 
3.1 
4.9 
4.2 


5.6 
4.9 
4.3 

4.5 
4.4 
6.2 
4.8 


5.5 
5.2 
4.2 

4.8 
4.5 
4.8 
4.8 


TABLE  35.— DISTRIBUTION  OF  UNCOMPENSATED  CARE  COSTS  (MEASURED  NET  OF 
GOVERNMENT  SUBSIDIES)  AS  A  PERCENT  OF  TOTAL  COSTS,  BY  HOSPITAL  GROUP,  1989 

[In  percent] 


Hospital  group 


Percentile 


10th  25th  50th  75th 


90th 


All  hospitals  

Urban  

Rural  

Urban  central  city1  

Urban  ring1  

Large  urban  

Other  urban  

Rural  referral  

Sole  community  

Other  rural  

Major  teaching  

Other  teaching  

Non-teaching  

Disproportionate  share: 

Large  urban  

Other  urban  

Rural  

Non-disproportionate  share 


0.7 

1.5 
0.0 

1.5 
1.6 

1.5 
1.5 
1.8 
0.0 
0.0 

0.0 
1.6 
0.5 


2.3 

2.8 
1.8 

2.9 
2.8 

2.8 
2.9 
3.1 
1.4 
1.7 

1.4 

2.7 
2.2 


4.3 

4.5 
4.0 

4.5 
4.5 

4.5 
4.5 
4.8 
3.6 
4.0 

3.8 
4.5 
4.3 


5.7 

5.8 
5.6 

5.6 
5.7 

5.4 
6.2 
7.0 
5.1 
5.5 

6.2 
6.0 
5.6 


8.3 

8.4 
8.3 

8.0 
8.0 

7.8 
9.1 
9.4 
7.6 
8.3 

10.3 
8.4 
8.2 


1.1 

2.9 

4.6 

6.3 

9.2 

1.7 

3.2 

4.8 

7.5 

10.8 

1.4 

3.0 

4.7 

8.2 

10.3 

0.5 

2.1 

4.0 

5.2 

7.6 
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TABLE  35. — DISTRIBUTION  OF  UNCOMPENSATED  CARE  COSTS  (MEASURED  NET  OF 
GOVERNMENT  SUBSIDIES)  AS  A  PERCENT  OF  TOTAL  COSTS,  BY  HOSPITAL  GROUP, 

1989— Continued 

[In  percent] 


Hospital  group 


10th 


Percentile 


25th 


50th 


75th 


90th 


Urban  <  100  beds   1.1  2.3  4.5  5.1  7.9 

Urban  100  to  249  beds   1.8  3.1  4.6  5.8  8.1 

Urban  250  to  404  beds   1.6  2.8  4.0  5.5  8.1 

Urban  405  to  684  beds   1.6  3.0  4.4  6.5  9.2 

Urban  685  plus  beds   1.1  2.7  4.6  6.4  9.5 

Rural  <  50  beds   0.0  0.5  2.5  4.6  7.0 

Rural  50  to  99  beds   0.9  2.5  4.5  6.3  8.6 

Rural  100  to  169  beds   2.1  3.2  4.6  6.9  9.2 

Rural  170  plus  beds   2.0  3.6  5.2  8.1  10.0 

New  England   2.6  3.8  5.0  6.6  7.9 

Middle  Atlantic   1.2  2.0  3.3  4.8  8.0 

South  Atlantic   2.6  4.1  5.5  7.9  10.2 

East  North  Central   1.5  2.3  3.6  4.8  6.0 

East  South  Central   2.5  4.2  4.8  7.9  10.6 

West  North  Central   0.0  0.6  2.0  3.7  5.0 

West  South  Central   0.0  3.3  4.7  7.2  9.5 

Mountain   0.0  2.0  4.0  5.3  7.5 

Pacific   0.7  2.4  4.3  5.0  6.7 

Voluntary   1.6  2.6  4.5  5.9  8.2 

Proprietary   2.3  3.9  4.5  4.6  6.5 

Urban  government   0.0  L3  4.1  7.4  12.1 

Rural  government   0.0  0.0  2.9  5.6  8.7 


1  Nation's  100  largest  cities  only. 
Note:  Includes  PPS  hospitals  only. 
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TABLE  36.— HIGHEST  AND  LOWEST  UNCOMPENSATED  CARE  COSTS  AS  A  PERCENT  OF 
TOTAL  COSTS  AMONG  THE  NATION'S  20  LARGEST  CITIES  (MEASURED  NET  OF 
GOVERNMENT  SUBSIDIES),  1984-89  AVERAGE 


[In  percent] 


Mncnital  crrnnn 

nuifjiidi  giuufj 

Pontral  rih/ 
Uclllldl  uiy 

Suburban 
ring 

Ratio  of  city 
to  ring 

Highest  uncompensated  care  costs: 

Washington,  DC  

6.8 

4.7 

1.45 

Boston  

6.4 

4.7 

1.36 

Phoenix  

6.0 

3.0 

2.00 

Dallas...  

5.8 

6.0 

.97 

Baltimore  

5.6 

3.6 

1.56 

Lowest  uncompensated  care  costs: 

Detroit  

3.8 

2.9 

1.31 

Columbus  

3.7 

4.7 

.79 

San  Diego  

3.5 

4.1 

.85 

San  Francisco  .  

2.9 

4.8 
1.6 

.60 
1.50 

Milwaukee  

2.4 

Note:  San  Jose  and  Memphis,  omitted  from  the  analysis  due  to  inadequate  data.  Includes  PPS  hospitals  only. 


International  Health  Spending6 

This  section  analyzes  trends  in  health  expenditures  for  23  Orga- 
nization for  Economic  Cooperation  and  Development  (OECD)  coun- 
tries from  1970  to  1989.  Table  36  illustrates  total  health  expendi- 
tures as  a  percentage  of  gross  domestic  product  (GDP).  In  1970,  the 
mean  percent  of  GDP  was  5.4  percent,  with  the  United  States  being 
37  percent  higher  than  the  average  with  7.4  percent  of  GDP.  By 
1989,  the  overall  mean  percent  of  GDP  comprised  of  health  expend- 
itures had  increased  to  7.4  percent  while  the  United  States  health 
spending  as  a  share  of  GDP  had  increased  to  11.8  percent,  some  59 
percent  greater  than  the  overall  average. 

The  second  to  the  last  column  in  table  36  presents  per  capita 
health  expenditures  denominated  in  U.S.  dollars.  The  last  column 
illustrates  public  health  expenditures  as  a  percent  of  total  health 
spending.  This  ranged  from  42  percent  in  the  United  States  to  over 
90  percent  in  Luxembourg,  Norway,  and  Sweden,  with  an  OECD 
average  of  76  percent. 


6  The  data  and  analysis  in  this  section  are  from  Health  Affairs,  "Health  Care  Systems  in 
Twenty-four  Countries,"  by  George  J.  Schieber,  Jean-Pierre  Poullier,  and  Leslie  M.  Greenwald, 
Fall  1991. 
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TABLE  37.-TOTAL  HEALTH  EXPENDITURE  AS  A  PERCENTAGE  OF  GROSS  DOMESTIC 
PRODUCT  [GDP],  PER  CAPITA  HEALTH  SPENDING  AND  PERCENT  OF  HEALTH  EXPENDI- 
TURES PUBLICLY  FINANCED,  FOR  SELECTED  CALENDAR  YEARS  1970-89 

[In  percent  except  per  capita] 


1970 

1975 

1980 

1985 

1986 

1987 

1988 

1989 

Per 
capita 

Pnhlir 
rUUIIL 

spend- 
ing 

Australia 

4.9 

5.5 

6.5 

7.0 

7.1 

7.1 

6.9 

7.6  $1,125 

70 

Austria  

5.4 

7.3 

7.9 

7.6 

8.3 

8.4 

8.3 

0  0 

8.2 

1,093 

67 

Belgium 

4.1 

5.9 

6.3 

6.9 

7.2 

7.3 

7.3 

7.2 

980 

89 

Canada   

7.1 

7.2 

7.4 

8.5 

8.8 

8.8 

8.6 

8.7 

1,683 

75 

Denmark 

6.1 

6.5 

6.8 

6.3 

6.0 

6.3 

6.4 

6.3 

912 

84 

Finland 

5.7 

6.3 

6.5 

7.2 

7.4 

7.4 

7.2 

7.1 

1,067 

79 

France  

5.8 

7.0 

7.6 

8.5 

8.5 

8.5 

8.6 

8.7 

1,274 

75 

Germany 

5.9 

8.2 

8.5 

8.6 

8.5 

8.6 

8.9 

8.2 

1,232 

72 

Greece  

4.0 

4.1 

4.3 

4.9 

5.4 

5.2 

5.1 

5.1 

371 

89 

Iceland 

5.2 

6.2 

6.5 

7.4 

7.8 

7.9 

8.5 

8.6 

1,353 

88 

Ireland  

5.6 

7.6 

9.0 

8.3 

8.3 

8.0 

7.9 

7  0 

7.3 

ceo 

658 

84 

Italy  

5.2 

6.1 

6.8 

7.0 

6.9 

7.3 

7.6 

7.6 

1,050 

79 

Japan   

4.4 

5.5 

6.4 

6.5 

6.7 

6.8 

6.7 

6.7 

1,035 

73 

Luxembourg.... 

4.1 

5.6 

6.8 

6.8 

6.7 

7.2 

7.3 

7.4 

1,193 

92 

Netherlands.... 

6.0 

7.7 

8.2 

8.2 

8.1 

8.5 

8.4 

8.3 

1,135 

73 

New  Zealand .. 

5.2 

6.7 

7.2 

6.6 

6.9 

7.3 

7.4 

7.1 

820 

85 

Norway  

o.u 

P.  7 
0./ 

b.o 

C  A 
0.4 

7  i 
I.L 

7  £ 
1.0 

7  A 
1 A 

7.6 

1,234 

yo 

Portugal 

6.4 

5.9 

7.0 

6.6 

6.5 

6.3 

464 

62 

Spain  J 

3.7 

4.8 

5.6 

5.7 

5.6 

5.7 

6.0 

6.3 

644 

78 

Sweden 

7.2 

7.9 

9.5 

9.3 

9.0 

9.0 

9.0 

8.8 

1,361 

90 

Switzerland .... 

5.2 

7.0 

7.3 

7.6 

7.6 

7.9 

8.0 

7.8 

1,376 

68 

Turkey  

3.5 

4.1 

3.5 

3.9 

175 

37 

United 

Kingdom .... 

4.5 

5.5 

5.8 

6.0 

6.0 

5.9 

5.9 

5.8 

836 

87 

United  States.. 

7.4 

8.4 

9.3 

10.6 

10.8 

11.1 

11.3 

11.8 

2,354 

42 

Mean.. 

5.4 

6.5 

7.1 

7.4 

7.4 

7.6 

7.6 

7.4 

1,059 

76 

Source:  Schieber,  George  J.  and  Jean-Pierre  Poullier.  "International  Health  Spending:  Issues  and  Trends." 
Health  Affairs,  Spring  1991  p.  109;  Schieber,  George  J.,  Jean-Pierre  Poullier,  and  Leslie  M.  Greenwald,  "Health 
Care  Systems  in  Twenty-four  Countries."  Health  Affairs,  Fall  1991,  p.  24. 


APPENDIX  D.  MEDICARE  REIMBURSEMENT  TO  HOSPITALS  1 


Medicare  part  A  provides  reimbursement  for  inpatient  hospital 
care  through  a  payment  system  based  on  prospectively  set  rates, 
the  prospective  payment  system  (PPS),  for  hospital  cost  reporting 
periods  beginning  on  or  after  October  1,  1983. 

Before  the  passage  of  the  Social  Security  Amendments  of  1983 
(P.L.  98-21)  the  Medicare  program  reimbursed  hospitals  according 
to  the  reasonable  costs  they  incurred  in  providing  services  to  Medi- 
care beneficiaries.  Because  the  actual  reasonable  costs  could  not  be 
determined  until  after  the  hospital  had  provided  the  services  and 
reported  its  costs  to  the  Medicare  program,  this  method  of  reim- 
bursement was  known  as  retrospective  cost-based  reimbursement. 

Under  authority  provided  by  the  Social  Security  Amendments  of 
1972  (P.L.  92-603),  the  Department  of  Health  and  Human  Services 
(HHS)  placed  certain  limits  on  inpatient  routine  operating  costs 
recognized  as  reasonable  (referred  to  as  section  223  limits  for  the 
specific  section  in  the  law).  The  Tax  Equity  and  Fiscal  Responsibil- 
ity Act  of  1982  (P.L.  97-248,  commonly  referred  to  as  TEFRA)  ex- 
panded previously  existing  limits  to  include  all  other  inpatient  hos- 
pital operating  costs.  Further,  it  established  a  new  3-year  Medicare 
ceiling  (or  target  rate)  on  the  allowable  annual  rate  of  increase  in 
operating  costs  per  case  for  inpatient  hospital  services.  TEFRA  also 
required  that  HHS  develop  proposals  for  the  prospective  payment 
of  hospitals  under  Medicare.  The  proposal  from  HHS  was  present- 
ed to  the  Congress  at  the  end  of  1982. 

Legislation  based  on  this  prospective  payment  proposal  was  en- 
acted in  Public  Law  98-21,  which  established  a  new  method  of 
Medicare  reimbursement  for  hospital  inpatient  care — the  prospec- 
tive payment  system  (PPS).  This  appendix  describes  the  major  re- 
imbursement provisions  of  PPS. 

General  Summary 

Medicare  payment  for  hospital  inpatient  services  is  made  accord- 
ing to  a  prospective  payment  system,  rather  than  a  retrospective 
cost-based  system.  Medicare  payments  are  made  at  predetermined, 
specific  rates  which  represent  the  average  cost,  nationwide,  of 
treating  a  Medicare  patient  according  to  his  or  her  medical  condi- 
tion. The  classification  system  used  to  group  hospital  inpatients  ac- 
cording to  their  diagnoses  is  known  as  diagnosis-related  groups 
(DRGs).  Separate  DRG  rates  apply  depending  on  whether  a  hospi- 
tal is  located  in  a  large  urban  area  (greater  than  1  million  popula- 
tion, or  970,000  in  New  England),  other  urban  area,  or  rural  area 


1  This  appendix  draws  heavily  from  a  Congressional  Research  Service  issue  brief  entitled: 
"Medicare:  Prospective  Payments  for  Inpatient  Hospital  Services." 
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of  the  country,  as  determined  by  the  Office  of  Management  and 
Budget  (OMB)  Metropolitan  Statistical  Area  (MSA)  system. 

During  a  4-year  transition  period,  a  declining  portion  of  the  total 
prospective  payment  was  based  on  a  hospital's  historical  reasonable 
costs  and  an  increasing  portion  was  based  on  a  combination  of  re- 
gional and  national  Federal  DRG  rates.  In  the  fifth  year  of  the  pro- 
gram (fiscal  year  1988)  and  thereafter,  Medicare  payments  are  gen- 
erally determined  under  a  national  DRG  payment  methodology. 
Special  transition  provisions  apply  to  hospitals  located  in  certain 
geographic  regions. 

If  a  hospital  can  treat  a  patient  for  less  than  the  payment 
amount,  it  can  keep  the  savings.  If  the  treatment  costs  more,  the 
hospital  must  absorb  the  loss.  A  hospital  is  prohibited  from  charg- 
ing Medicare  beneficiaries  any  amounts  (except  for  deductibles,  co- 
payment  amounts,  and  for  services  not  covered  by  Medicare)  which 
represent  any  difference  between  the  hospital's  cost  of  providing 
covered  care  and  the  Medicare  DRG  payment  amount. 

Certain  hospital  costs  are  excluded  from  the  prospective  payment 
system  and  are  paid  on  a  reasonable  cost  basis.  In  addition,  certain 
hospitals  are  excluded  from  the  new  system  and  continue  to  be  re- 
imbursed on  a  reasonable  cost  basis,  subject  to  rate  of  increase 
limits.  Authority  is  provided  for  States  to  establish  their  own  all- 
payer  hospital  payment  systems  if  they  meet  certain  Federal  re- 
quirements. 

Basic  Payment  System 

Unless  excluded  from  the  prospective  payment  system,  each 
Medicare  participating  hospital  is  paid  a  predetermined  payment 
rate  per  discharge  for  each  type  of  patient  treated.  Types  of  pa- 
tients are  defined  by  the  diagnosis  related  groups  patient  classifica- 
tion system  which  assigns  each  hospital  inpatient  to  one  of  487  pa- 
tient categories  (DRGs)  based  on  the  diagnosis  and  the  type  of 
treatment  received  (medical  or  surgical). 

The  payment  rate  for  each  DRG  is  the  product  of  two  compo- 
nents: a  base  payment  amount  which  applies  for  all  DRGs,  and  a 
relative  weighting  factor  for  the  particular  DRG.  The  base  pay- 
ment amount  is  intended  to  represent  the  cost  of  a  typical  (aver- 
age) Medicare  inpatient  case.  The  relative  weighting  factor  repre- 
sents the  relative  costliness  of  an  average  case  in  the  particular 
DRG  compared  to  the  cost  of  the  overall  average  Medicare  case 
(i.e.,  relative  to  the  base  payment  amount).  When  the  DRG  relative 
weights  are  each  multiplied  by  the  base  payment  amount,  the 
result  is  a  complete  set  of  prices  for  all  DRGs.  Separate  DRG  rates 
apply  to  hospitals  located  in  large  urban,  other  urban,  or  rural 
areas  (separate  base  payment  amounts  apply  in  these  areas,  but 
the  DRG  relative  weighting  factors  are  the  same).  In  addition,  the 
base  payment  amount  (and,  therefore,  each  DRG  rate)  is  adjusted 
for  area  differences  in  hospital  wage  levels  compared  to  the  nation- 
al average  hospital  wage  level. 
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Transition  period 

Although  the  transition  to  prospective  payment  rates  was  com- 
pleted in  fiscal  year  1988,  special  transition  provisions  apply  to  hos- 
pitals located  in  certan  geographic  regions. 

In  a  few  regions  with  historically  higher  costs,  Public  Law  100- 
203  provided  for  the  continued  use  of  Federal  amounts  based  in 
part  on  regional  rates  until  September  30,  1990.  Under  this  transi- 
tion provision,  known  as  the  "regional  floor,"  the  DRG  payment 
rate  is  determined  as  the  higher  of  100  percent  of  the  national 
amount,  or  85  percent  of  the  national  amount  plus  15  percent  of 
the  regional  amount. 

Public  Law  101-403,  the  Continuing  Resolution  of  October  1, 
1990,  extended  the  regional  floor  provision  on  a  budget  neutral 
basis  through  October  20,  1990.  Public  Law  101-508  (OBRA  1990) 
extends  the  regional  floor  provision  for  discharges  occurring  before 
October  1,  1993,  not  subject  to  budget  neutrality. 

Update  factors 

PPS  payment  rates  are  updated  each  year  using  an  "update 
factor."  The  annual  update  factor  applied  to  increase  the  Federal 
base  payment  amounts  is  determined,  in  part,  by  the  projected  in- 
crease in  the  hospital  market  basket  index.  The  market  basket 
index  measures  the  cost  of  goods  and  services  purchased  by  hospi- 
tals, yielding  one  price  inflator  for  all  hospitals  in  a  given  year. 
Table  1  shows  the  categories  of  expense  used  in  developing  the 
index.  The  update  factor  also  includes  adjustments  for  increases  in 
hospital  productivity,  technological  change,  and  other  factors  that 
affect  the  level  of  operating  cost  per  discharge.  The  annual  update 
factor  is  also  adjusted  to  include  increases  in  average  payments  per 
case  attributable  to  increases  in  case  mix  due  to  changes  in  coding 
and  reporting  accuracy. 

Before  fiscal  year  1988,  the  same  factor  was  used  for  all  hospi- 
tals; however,  in  subsequent  years  separate  factors  have  applied  to 
hospitals  according  to  their  location.  Separate  update  factors  have 
been  set  for  hospitals  located  in  large  urban,  other  urban  and  rural 
areas  of  the  country. 

From  October  1,  1990,  through  October  20,  1990,  the  PPS  hospital 
update  factors  were  set  equal  to  the  full  market  basket  increase. 
Public  Law  101-508  provided  for  a  freeze  in  hospital  payments  at 
fiscal  year  1990  levels  for  the  period  from  October  21,  1990, 
through  December  31,  1990.  For  this  period,  the  market  basket  per- 
centage increase  applicable  to  PPS  and  PPS-exempt  hospitals  was 
deemed  to  be  equal  to  zero  (0)  percent. 

OBRA  1990  (Public  Law  101-508)  sets  separate  update  factors  for 
hospitals  located  in  large  and  other  urban  areas,  and  for  hospitals 
located  in  rural  areas.  For  large  and  other  urban  hospitals,  the  fol- 
lowing update  factors  are:  for  fiscal  year  1991,  for  discharges  occur- 
ring on  or  after  January  1,  1991,  the  market  basket  increase  (MBI) 
minus  2.0  percentage  points;  for  fiscal  year  1992,  the  MBI  minus, 
1.6  percentage  points;  for  fiscal  year  1993,  the  MBI  minus  1.55  per- 
centage points;  and  for  fiscal  year  1994-95,  the  full  MBI. 
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TABLE  1. — HOSPITAL  PROSPECTIVE  PAYMENT  INPUT  PRICE  INDEX  (THE  "MARKET 

BASKET") 


Relative  importance 1  Projected 

  increase 

Expense  categories  1992 

1982        1987        1990        1991  (per- 
cent) 


1.  Wages  and  Salaries  2    5047  52.24  51.86  52.05  4.5 

2.  Employee  Benefits  2   8.92  9.47  10.02  10.027  6.1 

3.  Professional  Fees  2   1.58  1.65  1.63  1.65  4.6 

4.  Energy  and  Utilities   3.70  2.46  2.40  2.26  -9.2 

a.  Fuel,  Oil,  Coal,  and  Other  Petro- 
leum  1.41  0.69  0.73  0.67  -22.6 

b.  Electricity   1.23  1.15  1.06  1.02  1.7 

c.  Natural  Gas   0.52  0.33  0.28  0.29  0.8 

d.  Motor  Gasoline   0.51  0.25  0.29  0.25  -25.2 

e.  Water  and  Sewage   0.03  0.04  0.04  0.04  8.3 

5.  Malpractice  Insurance   0.71  1.48  1.60  1.55  5.0 

6.  AHOther   34.63  32.71  32.50  32.24  2.7 

All  Other  Products   23.35  21.75  21.70  21.40  2.1 

a.  Pharmaceuticals   3.03  3.93  4.33  4.49  8.0 

b.  Food   3.54  3.29  3.21  3.17  3.5 

(1)  Contract  Service   1.18  1.19  1.17  1.17  2.3 

(2)  Direct  Purchase   2.36  2.10  2.05  2.00  5.5 

c.  Chemicals  and  Cleaning  Products..  3.93  3.15  3.18  3.08  -3.1 

d.  Surgical  and  Medical  Instru- 
ments  2.97  2.64  2.48  2.40  1.3 

e.  Photographic  Supplies   2.84  2.60  2.60  2.47  -0.2 

f.  Rubber  and  Plastics   2.72  2.31  2.19  2.16  0.9 

g.  Paper  Products   1.48  1.39  1.41  1.38  2.3 

h.  Apparel   1.34  1.13  1.05  1.01  0.2 

i.  Minor  Machinery  Equipment   0.54  0.49  0.46  0.45  2.3 

j.  Miscellaneous  Products   0.95  0.83  0.80  0.79  0.4 

All  Other  Services   11.28  10.96  10.81  10.85  3.9 

a.  Business  Services  2    4.03  3.79  3.78  3.76  4.1 

b.  Computer  and  Data  Processing 

Services  2   1.81  2.01  2.12  2.14  5.7 

c.  Transportation  and  Shipping   1.24  1.21  1.25  2.3 

d.  Telephone   0.95  0.97  0.84  0.82  1.9 

e.  Blood  Services  2    0.65  0.56  0.53  0.52  2.5 

f.  Postage  2   0.40  0.37  0.36  0.40  4.7 

g.  All  Other  Services:  Labor  Inten- 
sive2   1.22  1.22  1.17  1.17  3.8 

h.  All  Other  Services:  Nonlabor  In- 
tensive  0.83  0.80  0.79  0.79  3.0 

Total   100.00  100.00  100.00  100.00  3.8 


1  These  weights  are  used  to  develop  the  revised  labor-related/nonlabor-related  components  of  the  standardized 
rates. 

2  Considered  labor-related. 


Source:  Health  Care  Financing  Administration,  Office  of  the  Actuary,  March  1991. 
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The  update  factors  for  rural  hospitals  are:  for  fiscal  year  1991, 
for  discharges  occurring  on  or  after  January  1,  1991,  the  MBI 
minus  0.7  percentage  points;  for  fiscal  year  1992,  the  MBI  minus 
0.6  percentage  points;  for  fiscal  year  1993,  the  MBI  minus  0.55  per- 
centage points;  for  fiscal  year  1994,  the  MBI  plus  1.5  percentage 
points;  and  for  fiscal  year  1995,  the  amount  necessary  to  provide 
rural  hospitals  with  an  average  standardized  amount  equal  to  that 
of  other  urban  hospitals. 

For  fiscal  year  1991,  the  market  basket  increase  is  estimated  to 
be  5.2  percent,  providing  the  following  net  fiscal  year  1991  update 
factors,  for  discharges  occurring  on  or  after  January  1,  1991:  for 
large  and  other  urban  hospitals,  3.2  percent;  for  rural  hospitals,  4.5 
percent. 

OBRA  1990  also  includes  a  phaseout  of  the  payment  differential 
between  other  urban  and  rural  hospitals.  The  law  would  set  sepa- 
rate update  factors  for  urban  and  rural  hospitals  designed  to  elimi- 
nate the  differences  between  other  urban  and  rural  standardized 
amounts  by  fiscal  year  1995. 

DRG  weighting  factors 

Public  Law  98-21  required  the  HHS  Secretary  to  adjust  the  DRG 
definitions  and  weighting  factors  in  fiscal  year  1986  and  at  least 
every  4  years  thereafter  to  reflect  changes  in  treatment  patterns, 
technology,  and  other  factors  which  may  change  the  relative  use  of 
hospital  resources.  Public  Law  99-509,  however,  required  the  Secre- 
tary to  adjust  the  DRG  definitions  and  weighting  factors  each  year, 
beginning  in  fiscal  year  1988. 

OBRA  1989  required  the  Secretary  to  reduce  the  weighting  factor 
for  each  DRG  by  1.22  percent  for  discharges  in  fiscal  year  1990.  In 
addition,  the  Secretary  is  prohibited  from  adjusting  DRG  weighting 
factors  on  other  than  a  budget  neutral  basis  beginning  in  fiscal 
year  1991. 

Table  2  shows  the  20  DRGs  accounting  for  the  largest  numbers  of 
Medicare  inpatient  discharges  during  fiscal  year  1990.  Information 
about  all  DRGs  appears  in  table  22  at  the  end  of  this  appendix. 

Source  and  calculation  of  the  hospital  wage  index 

The  hospital  wage  index  is  used  to  adjust  a  hospital's  base  pay- 
ment amount  for  the  wage  level  of  the  hospital's  area.  This  is  ac- 
complished by  multiplying  the  labor-related  component  of  the  Fed- 
eral portion  of  the  payment  amount  by  a  wage  index.  The  wage 
index  is  intended  to  measure  the  average  wage  level  for  hospital 
workers  in  each  urban  area  (metropolitan  statistical  area  or  MSA) 
or  rural  area  (non-MSA  parts  of  States)  relative  to  the  national  av- 
erage wage  level. 


51-564   O— 92  12 


336 


TABLE  2.-SH0RT  STAY  HOSPITAL  DISCHARGES,  BY  RANK  ORDER  OF  THE  TWENTY 
DIAGNOSIS-RELATED  GROUPS  WITH  THE  MOST  DISCHARGES  IN  1990 


Discharges 

Percent 
of  total 

Average 

DRG  number  and  description 

(in 

Rank 

length 

thousands) 

of  stay 

Total  DRGs  

i  /\  a  An  p* 

10,202.5 
4,151.3 
573.6 

100.0 

20  Leading  DRGs  

40.7 

127  Heart  failure  and  shock  

5.6 

1 

7.9 

140  Angina  pectoris  

352.6 

3.5 

3 

4.6 

089  Simple  pneumonia  and  pluerisy 1  

388.6 

3.8 

2 

9.0 

014  Specific  cerebrovascular  disorders  except  tran- 

sient ischemic  attack  

328.4 

3.2 

4 

10.3 

182  Esophagitis,  gastroent  and  miscellaneous  diges- 
tive disorders 1  

254.0 

2.5 

5 

6.4 

096  Bronchitis  and  asthma  

195.2 

1.9 

8 

7.3 

209  Major  joint  and  limb  reattachment  procedures 

246.3 

2.4 

6 

11.3 

296  Nutritional  and  miscellaneous  metabolic  disor- 

ders 1  

203.5 

2.0 

7 

8.5 

138  Cardiac  arrhythmia  and  conduction  disorders 

with  cardiovascular  complications  

176.4 

1.7 

9 

6.1 

015  Transient  ischemic  attack  and  precerebral  oc- 

clusions   

133.7 

1.3 

14 

5.5 

320  Kidney  and  urinary  tract  infections 1  

155.0 

1.5 

10 

8.6 

121  Circulatory  disorders  with  acute  myocardial  in- 

farction and  cardiovascular  complications,  dis- 

charged alive  

133.2 

1.3 

15 

10.0 

410  Chemotherapy  

135.8 

1.3 

13 

3.6 

174  G.I.  hemorrhage  with  cardiovascular  complica- 

tions   

152.3 

1.5 

11 

7.1 

243  Medical  back  problems  

114.1 

1  i 
1.1 

1  0 

lo 

C  0 

b.o 

124  Circulatory  disorders  except  acute  myocardial 

infarction  w/cardiac  cath  and  complex  diagnosis 

109.9 

1.1 

20 

5.9 

148  Major  small  and  large  bowel  procedures  with 

cardiovascular  complications  

136.2 

1.3 

12 

16.7 

416  Septecemia  

125.1 

1.2 

17 

10.6 

079  Respiratory  infections  and  inflammations 1 

126.3 

1.2 

16 

12.3 

143  Chest  pain  

111.1 

1.0 

19 

3.4 

1  Age  greater  than  17  with  complications. 
Source:  56  FR  43281-43295. 

Until  May  1,  1986,  the  index  was  based  on  compensation  and  em- 
ployment data  for  hospital  workers,  for  calendar  year  1981,  as  re- 
ported to  the  Bureau  of  Labor  Statistics  in  the  U.S.  Department  of 
Labor.  The  wage  index  reflected  average  hospital  wages  in  each 
urban  and  rural  area  as  a  percentage  of  the  national  average  hos- 
pital wage.  However,  because  many  hospitals  relied  on  varying  pro- 
portions of  part-time  employment,  there  was  a  concern  that  the 
wage  index  tended  to  understate  actual  levels  of  hospital  hourly 
wage  rates  in  facilities  that  relied  heavily  on  part-time  workers. 
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In  final  regulations  published  on  September  1,  1987  (52  FR  33039, 
Sept.  1,  1987),  the  Secretary  changed  the  method  of  calculating  the 
national  average  wage  level,  and  updated  the  wage  index  data.  The 
national  average  wage  level  was  calculated  by  dividing  national  ag- 
gregate wages  and  salaries  by  the  national  aggregate  number  of 
paid  hours  of  hospital  employment.  Under  this  method,  the  index 
as  a  whole  was  not  likely  to  be  sensitive  to  minor  changes  in  the 
data  for  individual  labor  market  areas.  The  Secretary  also  decided 
to  implement  a  new  wage  index  based  on  data  for  wages  and  sala- 
ries and  paid  hours  of  employment  for  hospital  cost  reporting  peri- 
ods beginning  during  fiscal  year  1984  (the  first  year  of  the  PPS). 
However,  in  order  to  avoid  large  changes  in  index  values  for  indi- 
vidual areas,  which  could  result  if  the  index  based  on  1984  data 
completely  replaced  the  previous  index  (based  on  1982  data),  the 
Secretary  adopted  a  blended  wage  index.  The  blended  wage  index 
value  for  each  area  was  calculated  by  adding  together  the  1982  and 
the  1984  index  values  for  the  area  and  dividing  the  resulting  sum 
by  2.  Wage  index  values  for  urban  and  rural  labor  market  areas 
located  in  Puerto  Rico  were  based  solely  on  1984  data.  The  new 
index  took  effect  for  discharges  occurring  in  fiscal  year  1988.  A 
new  wage  index,  based  solely  on  1984  data,  was  proposed  May  27, 
1988,  to  apply  to  discharges  in  fiscal  year  1989.  However,  in  the 
final  rule  published  September  30,  1988,  the  Secretary  chose  to  con- 
tinue to  use  the  blended  wage  index  for  discharges  in  fiscal  year 
1989 

In  final  regulations  published  September  1,  1989  (54  FR  36452), 
the  Secretary  changed  the  method  of  calculating  the  wage  index 
from  the  blended  wage  index  based  on  1982  and  1984  wage  data  to 
an  index  based  solely  on  1984  wage  data.  Tables  20  and  21,  at  the 
end  of  this  appendix,  give  the  current  wage  index  values  for  each 
metropolitan  area  and  for  rural  areas  in  each  State. 

Public  Law  100-203  (OBRA  1987)  required  the  Secretary  to 
update  the  wage  index  by  October  1,  1990,  and  at  least  every  3 
years  thereafter.  Updates  are  to  be  based  on  a  periodic  survey  of 
the  wages  and  wage  related  costs  of  PPS  hospitals.  To  the  extent 
feasible,  the  survey  must  be  designed  to  measure  earnings  and 
hours  of  paid  employment  by  occupational  category,  and  to  permit 
exclusion  of  the  wages  and  wage  related  costs  hospitals  incur  in 
providing  skilled  nursing  facility  services. 

OBRA  1989,  also  required  the  Secretary  to  update  the  area  wage 
index  annually,  beginning  in  fiscal  year  1993,  in  a  budget  neutral 
manner. 

The  September  4,  1990,  final  rule  (55  FR  35990)  set  forth  a  re- 
vised hospital  wage  index  that  was  based  on  a  HCFA  survey  of  hos- 
pital wage  and  salary  data  for  all  hospitals  subject  to  PPS  with  cost 
reporting  periods  ending  in  calendar  year  1988.  The  final  rule  also 
included  a  1-year  phasein  of  the  new  wage  index  for  fiscal  year 
1991,  in  order  to  lessen  the  impact  of  the  most  significant  changes 
in  wage  index  values.  The  final  rule  limited  the  percentage  change 
in  the  wage  index  value  to  8  percent  plus  50  percent  of  the  differ- 
ence between  the  8  percent  threshold  and  the  new  wage  index 
value. 

Public  Law  101-403  required  the  continued  use  of  the  wage  index 
in  effect  on  September  30,  1990,  from  October  1,  1990,  through  Oc- 


338 


tober  20,  1990.  Public  Law  101-508  extends  the  use  of  the  fiscal 
year  1990  wage  index  for  discharges  occurring  on  or  after  October 
21,  1990,  and  before  January  1,  1991.  For  discharges  occurring  on 
or  after  January  1,  1991,  and  before  October  1,  1993,  OBRA  1990 
requires  the  use  of  a  wage  index  based  solely  on  the  1988  wage 
survey.  OBRA  1990  requires  the  Secretary  to  apply  the  wage  index 
without  regard  to  previous  surveys  of  wages  and  wage-related  costs. 
In  addition,  OBRA  1990  requires  ProPAC  to  study  the  available 
data  on  wages  by  occupational  category  and  include  their  recom- 
mendations in  its  March  1991  report  on  modifying  the  wage  index 
to  take  into  account  occupational  mix. 

The  calculation  of  the  index  begins  with  the  area  average  hospi- 
tal hourly  wage.  For  each  MSA  or  non-MSA  area  (i.e.,  all  non-MSA 
counties  in  a  State)  total  county  compensation  and  total  paid  hours 
data  are  summed  separately  over  all  counties  included  in  the  area. 
Then  aggregate  hospital  compensation  for  the  area  is  divided  by 
aggregate  paid  hours  of  hospital  employment  in  the  area  to 
produce  the  area  average  hourly  wage.  The  hospital  wage  index  is 
calculated  by  dividing  the  average  hourly  wage  for  each  area  by 
the  national  average  hourly  wage  (determined  by  dividing  national 
aggregate  compensation  by  national  aggregate  paid  hours  of  em- 
ployment). 

This  procedure  results  in  an  index  number,  such  as  0.8747  (Ashe- 
ville,  North  Carolina)  or  1.2244  (Sacramento,  California)  for  each 
MSA  or  non-MSA  area  in  the  United  States.  Since  the  national  av- 
erage wage  level  is  represented  by  an  index  value  of  1.000,  the 
wage  index  value  for  any  area  has  a  direct  and  simple  interpreta- 
tion. The  value  of  1.2244  for  Sacramento  means  that  the  average 
hourly  wage  rate  for  hospital  workers  is  22.44  percent  higher  in 
the  Sacramento  MSA  than  the  national  average  hourly  wage  rate. 

Thus,  in  computing  the  Federal  portion  of  the  hospital  payment 
rates  applicable  for  hospitals  in  the  Sacramento  MSA,  the  labor-re- 
lated component  of  the  national  urban  adjusted  standardized  pay- 
ment amount  ($2,526.80)  is  multiplied  by  1.2244  in  order  to  adjust 
for  the  higher  level  (22.44  percent)  of  hospital  hourly  wage  rates  in 
this  area.  Similarly,  the  calculation  of  the  Federal  portion  of  the 
rates  for  hospitals  in  Asheville  would  involve  a  reduction  in  the 
published  labor-related  component  of  the  national  adjusted  stand- 
ardized payment  amount,  to  reflect  the  fact  that  average  hourly 
wage  levels  in  this  MSA  are  12.53  percent  lower  than  the  national 
average  (as  indicated  by  the  wage  index  value  of  0.8747). 

Sample  Payment  Calculation 

The  Federal  large  urban,  other  urban,  and  rural  base  payment 
amounts  per  discharge  for  fiscal  year  1992  were  published  in  the 
Federal  Register  on  August  30,  1991  (see  table  3).  Although  Federal 
urban  and  rural  payment  amounts  are  included  for  each  region, 
after  November  21,  1987,  the  regional  amounts  are  applied  in  de- 
termining payment  rates  only  for  sole  community  hospitals  and 
hospitals  located  in  regions  affected  by  the  regional  floor. 

Each  payment  amount  is  divided  into  a  labor-related  component 
and  a  nonlabor  related  component.  The  sum  of  these  components 
represents  the  base  payment  amount  that  would  apply  for  a  hospi- 
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tal  located  in  an  area  with  a  wage  index  of  1.0  (i.e.,  average  wage 
rates  for  hospital  workers  in  the  area  match  the  national  average 
of  hospital  wage  rates  across  all  areas). 

The  basic  payment  to  a  hospital  for  a  case  in  a  particular  DRG  is 
the  applicable  national  (or  in  some  cases,  a  blend  of  the  national 
and  regional)  payment  amount,  adjusted  by  the  local  wage  index 
value  and  multiplied  by  the  weighting  factor  for  the  DRG. 

For  an  example  of  a  payment  calculation,  assume  a  hospital  is 
located  in  Washington,  D.C.  Such  a  hospital  would  be  in  a  large 
urban  area  in  census  region  3.  As  this  is  not  one  of  the  regions  af- 
fected by  the  regional  floor,  payment  is  based  on  the  large  urban 
national  standardized  amount.  First  the  labor-related  portion  of 
this  amount  ($2,526.80  in  fiscal  year  1992)  is  multiplied  by  the  ap- 
propriate wage  index  (1.0951  for  Washington,  D.C): 

$2,526.80xl.0951  =  $2,767.10 

To  this  total  is  added  the  nonlabor-related  portion  of  the  stand- 
ardized amount: 

$2,767. 10 + $1,041.01  = $3,808;M 

For  each  discharge  this  new  total  is  then  multiplied  by  the  rela- 
tive weight  for  the  DRG  to  which  the  case  has  been  assigned.  These 
weights  range  from  a  low  of  0.1251  for  DRG  382  (false  labor)  to  a 
high  of  22.8213  for  DRG  480  (liver  transplant).  The  payment  rates 
for  the  sample  hospital  in  fiscal  year  1991  would  therefore  vary 
from  a  low  of  $476.39  ($3,808.11x0.1251)  to  a  high  of  $86,906.02 
($3,808.11x22.8213).  This  payment  would  be  reduced  by  the  Medi- 
care inpatient  deductible  amount  ($652  per  spell  of  illness  in  calen- 
dar 1992). 
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TABLE  3— REGIONAL  AND  NATIONAL  ADJUSTED  STANDARDIZED  AMOUNTS,  LABOR/ 
NONLABOR,  FISCAL  YEAR  1992 

[In  dollars] 


Large  urban  Other  urban  Rural 


Labor  Nonlabor  Labor  Nonlabor  Labor  Nonlabor 
related      related      related      related      related  related 


New  England  (CT,  ME,  MA,  NH, 

Rl,  VT  .                   2,653.55  1,087.04  2,611.53  1,069.82  2,809.71  969.01 

Middle  Atlantic  (PA,  NJ,  NY)        2,383.96  1,029.84  2,346.23  1,013.54  2,690.86  916.04 

South  Atlantic  (DE,  DC,  FL,  GA, 

MD,  NC,  SC,  VA,  WV             2,544.81  950.43  2.504.52  935.39  2,572.34  794.33 

East  North  Central  (1L,  IN,  Ml, 

OH,  Wl)                         2,684.15  1,124.51  2,641.65  1,106.71  2,604.84  882.84 

East  South  Central  (AL,  KY,  MS, 

TN)                             2,442.31  860.59  2,403.64  846.98  2,549.45  740.73 

West  North  Central  (IA,  KS,  MN, 

MO,  NB,  ND,  SD)                2,545.53  1,024.63  2,505.23  1,008.40  2,477.88  791.36 

West  South  Central  (AR,  LA,  OK, 

TX)                             2,530.88  943.99  2,490.81  929.05  2,376.39  727.78 

Mountain  (AZ,  CO,  ID,  MT,  NV, 

NM,  UT,  WY)                    2,441.40  1,011.14  2,402.75  995.13  2,403.17  837.03 

Pacific  (AK,  CA,  HI,  OR,  WA)        2,374.81  1,155.02  2,337.21  1,136.73  2,337.28  942.97 

Puerto  Rico  1                        2,272.59  472.64  2,236.61  465.16  1,727.42  372.39 

National                           2,526.80  1,041.01  2,486.80  1,024.54  2,534.26  816.50 


1  For  calculating  Puerto  Rico's  payments,  a  separate  national  adjusted  standardized  amount  is  used.  Puerto 
Rico's  payments  are  a  blend  of  the  Puerto  Rico  specific  amount  and  a  special  national  amount.  In  the  labor- 
related  amount  is  $2,514.14  and  the  nonlabor-related  amount  is  $978.22. 

Source:  56  FR  43249. 

In  addition  to  the  basic  payment  for  each  case,  additional  pay- 
ments may  be  made  to  teaching  hospitals  and  hospitals  that  serve 
a  disproportionate  share  of  low-income  patients.  Any  hospital  may 
receive  additional  payments  for  outliers  (cases  with  extraordinarily 
high  costs  or  a  very  long  stay,  relative  to  other  cases  in  the  DRG) 
and  for  treatment  of  beneficiaries  with  end  stage  renal  disease.  Fi- 
nally, certain  hospital  costs,  such  as  those  related  to  capital,  are  ex- 
cluded from  PPS  and  reimbursed  separately.  The  next  sections  of 
this  appendix  discuss  additional  PPS  payments  and  the  separate 
reimbursement  of  excluded  costs. 

Additional  Payment  Amounts 

In  addition  to  the  DRG  prospective  payment  rates,  Medicare  pay- 
ments are  made  to  hospitals  for  the  following  items  or  services: 

Indirect  medical  education  costs 

Additional  payments  are  made  to  hospitals  under  the  prospective 
system  for  the  indirect  costs  attributable  to  approved  medical  edu- 
cation programs.  These  indirect  costs  may  be  due  to  a  variety  of 
factors,  including  the  extra  demands  placed  on  the  hospital  staff  as 
a  result  of  the  teaching  activity  or  additional  tests  and  procedures 
that  may  be  ordered  by  residents.  Congressional  reports  on  the 
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PPS  authorizing  legislation  indicate  that  the  indirect  medical  edu- 
cation payments  are  also  to  account  for  factors  not  necessarily  re- 
lated to  medical  education  which  may  increase  costs  in  teaching 
hospitals,  such  as  more  severely  ill  patients,  increased  use  of  diag- 
nostic testing,  and  higher  staff-to-patients  ratios. 

The  additional  payment  to  a  hospital  is  based  on  a  formula  that 
provides  an  increase  of  approximately  7.7  percent  in  the  Federal 
portion  of  the  DRG  payment,  for  each  0.1  increase  in  the  hospital's 
intern  and  resident  to  bed  ratio  on  a  curvilinear  or  variable  basis 
(i.e.,  the  increase  in  the  payment  is  less  than  proportional  to  the 
increase  in  the  ratio  of  interns  and  residents  to  bed  size). 

Public  Law  100-647  extended  the  7.7  percent  indirect  medical 
education  adjustment  until  October  1,  1995.  Public  Law  101-508 
makes  the  indirect  medical  education  adjustment  of  7.7  percent 
permanent. 

Disproportionate  share  hospitals 

Public  Law  99-272  (COBRA)  provided  that  additional  payments 
would  be  made  to  hospitals  that  serve  a  disproportionate  share  of 
low-income  patients;  the  adjustment  was  extended  until  October  1, 

1990,  by  OBRA  1987  (Public  Law  100-203)  and  to  October  1,  1995  by 
Public  Law  100-647,  the  Technical  and  Miscellaneous  Revenue  Act 
(TAMRA)  of  1988.  A  hospital's  disproportionate  patient  percentage 
is  defined  as  the  hosptial's  total  number  of  inpatient  days  attribut- 
able to  Federal  Supplemental  Security  Income  Medicare  benefici- 
aries divided  by  the  total  number  of  Medicare  patient  days,  plus 
the  number  of  Medicaid  patient  days  divided  by  the  total  patient 
days. 

Public  Law  101-508  (OBRA  1990),  revised  the  formulas  for  com- 
puting the  disproportionate  share  adjustment,  effective  January  1, 

1991.  Table  4  shows  the  minimum  disproportionate  patient  percent- 
ages required  to  qualify  for  the  adjustment  and  the  formulas  for 
computing  the  adjustment  effective  January  1,  1991. 

OBRA  1990  provides  for  additional  increases  in  disproportionate 
share  hospital  payments  beginning  in  fiscal  year  1994  for  urban 
hospitals  with  100  or  more  beds.  For  discharges  occurring  on  or 
after  October  1,  1993,  such  hospitals  with  a  disproportionate  pa- 
tient percentage  over  20.2  percent  are  scheduled  to  receive  pay- 
ments based  on  the  following  formula:  (P-20.2X.8)  +  5.88;  hospitals 
with  a  disproportionate  patient  percentage  between  15  and  20.2  are 
scheduled  to  receive  payments  based  on  the  formula:  (P-15X.65)  + 
2.5. 


342 


TABLE  4.— CRITERIA  TO  QUALIFY  FOR  DISPROPORTIONATE  SHARE  ADJUSTMENT  AND 
FORMULAS  FOR  COMPUTING  ADDITIONAL  PAYMENT,  EFFECTIVE  JANUARY  1,  1991 


Qualifying  disproportionate  patient  Formula  or  fixed  percentage 

percentage  (P)  adjustment 


Urban,  100  or  more  beds ...  15  percent   (P-15)  (.6)  +  (2.5) 

Urban,  100  or  more  beds ...  20.2  percent   (P-20.2)  (.7)  +  (5.62) 

Urban,  100  or  more  beds ...  30  percent  of  inpatient  revenue    35  percent 

from  State  or  local  indigent 

care  funds. 

Urban,  under  100  beds  40  percent  5  percent 

Rural,  over  500  beds  Not  specified  in  law;  regulations    Same  as  urban,  100  or  more 

set  threshold  at  15  percent.  beds 

Rural,  over  100  beds  30  percent  4  percent 

Rural,  under  100  beds  45  percent  4  percent 

Rural,  sole  community       30  percent   10  percent 

hospital. 
Rural,  rural  referral  center 

and— 

(a)  not  a  sole        30  percent   (P-30)  (.6)  +  4.0 

community 

hospital,  100  or 
more  beds. 

(b)  not  a  sole        45  percent   (P-30)  (.6)  +  4.0 

community 

hospital,  under 
100  beds. 

(c)  also  a  sole       30  percent  Greater  of  10  percent  or 

community  (P-30)  (.6)  +  4.0 

hospital. 


Note:  The  disproportionate  patient  percentage  (P)  is  equal  to  the  sum  of  (a)  the  number  of  Medicare 

inpatient  days  provided  to  Supplemental  Security  Income  recipients  divided  by  total  Medicare  patient  days,  and 

(b)  the  number  of  inpatient  days  provided  to  Medicaid  beneficiaries  divided  by  total  inpatient  days. 

Source:  Congressional  Research  Service. 


Direct  medical  education  costs 

The  direct  costs  of  approved  medical  education  programs  (such  as 
the  salaries  of  residents  and  teachers  and  other  education  costs  for 
residents,  and  for  nurses,  and  allied  health  professionals  trained  in 
provider-operated  programs)  are  excluded  from  the  prospective  pay- 
ment system.  The  direct  medical  education  costs  for  the  training  of 
nurses  and  allied  health  professionals  in  provider-operated  pro- 
grams are  paid  for  on  a  reasonable  cost  basis. 

Public  Law  99-272  (COBRA),  replaced  reasonable  cost  reimburse- 
ment for  graduate  medical  education  through  residency  training 
programs  for  physicians,  with  formula  payments  based  on  each 
hospital's  per  resident  costs.  Medicare's  payment  to  each  hospital 
equals  the  hospital's  cost  per  full-time  equivalent  (FTE)  resident, 
times  the  weighted  average  number  of  FTE  residents,  times  the 
percentage  of  inpatient  days  attributable  to  Medicare  Part  A  bene- 
ficiaries. Each  hospital's  per  FTE  resident  amount  is  calculated 


343 


using  data  from  the  hospital's  cost  reporting  period  that  began  in 
fiscal  year  1984,  increased  by  1  percent  for  hospital  cost  reporting 
periods  beginning  July  1,  1985,  and  updated  in  subsequent  cost  re- 
porting periods  by  the  change  in  the  CPI.  The  number  of  FTE  resi- 
dents is  calculated  at  100  percent  after  July  1,  1986,  only  for  resi- 
dents in  their  initial  residency  period  (i.e.,  within  the  minimum 
number  of  years  of  formal  training  necessary  to  satisfy  specialty 
requirements  for  board  eligibility  plus  1  year,  but  not  to  exceed  5 
years).  For  residents  not  in  their  initial  residency  period,  the 
weighing  factor  is  75  percent  before  July  1,  1987,  and  50  percent 
after  that  date.  On  or  after  July  1,  1986,  residents  who  are  foreign 
medical  graduates  are  not  to  be  counted  as  FTE  residents  unless 
they  have  passed  certain  designated  examinations. 

HHS  issued  final  regulations  implementing  the  COBRA  payment 
changes  for  graduate  medical  education  costs  on  September  29, 
1989.  The  changes  are  effective  retroactively  to  1985.  OBRA  1990, 
prohibits  the  Secretary  from  recouping  overpayments  to  hospitals 
resulting  from  the  COBRA  payment  changes  for  graduate  medical 
education  until  October  1,  1991.  In  addition,  the  act  limits  the 
amount  of  the  recoupment  to  25  percent  of  the  total  overpayment 
in  each  of  four  years  beginning  in  fiscal  year  1992. 

In  addition,  Public  Law  101-508  provides  for  a  freeze  in  the 
update  applicable  for  graduate  medical  education  per-resident  pay- 
ment amounts  for  portions  of  cost  reporting  periods  occurring  from 
October  21,  1990,  through  December  31,  1990. 

Hospital-based  nursing  and  allied  health  professionals  education 
programs  operated  at  a  hospital  but  controlled  by  another  institu- 
tion were  included  in  PPS  payment  rates  until  an  exception  was 
enacted  in  TAMRA,  allowing  hospitals  paid  under  a  demonstration 
waiver  to  receive  reasonable  cost  reimbursement  for  the  costs  of 
the  nursing  school.  Public  Law  101-239  allowed  such  hospitals  to 
continue  to  be  reimbursed  on  a  reasonable  cost  basis  if,  before  June 
15,  1989,  and  thereafter,  the  hospital  incurred  substantial  costs  in 
training  students  and  operating  the  school,  the  nursing  school  and 
hospital  share  some  common  board  members,  and  all  instruction  is 
provided  at  the  hospital  or  in  the  immediate  proximity  of  the  hos- 
pital. In  addition,  hospitals  paid  under  the  TAMRA  exception  will 
be  allowed  to  be  reimbursed  for  reasonable  costs  of  training  nurs- 
ing students  retroactively  for  hospital  cost  reporting  periods  begin- 
ning in  fiscal  year  1986. 

OBRA  1990  provides  for  payment  on  a  passthrough  basis  (exempt 
from  PPS)  to  hospitals  for  the  clinical  training  of  nurses  or  allied 
health  education  programs  that  are  hospital-supported,  as  distinct 
from  hospital-operated.  The  act  requires  hospitals  to  meet  specific 
requirements  to  qualify  for  such  payments,  including  the  require- 
ment that  hospitals  must  have  claimed  and  been  paid  for  such 
costs  prior  to  October  1,  1989.  The  Secretary  is  prohibited  from  re- 
couping overpayments  made  to  such  hospitals  and  is  required  to 
refund  any  overpayments  already  recouped. 

ESRD  beneficiary  discharges 

Effective  with  cost  reporting  periods  beginning  on  or  after  Octo- 
ber 1,  1984,  additional  payments  are  made  to  hospitals  for  inpa- 
tient dialysis  provided  to  end-stage  renal  disease  (ESRD)  benefici- 
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aries  if  total  discharges  of  such  beneficiaries  from  non-ESRD  relat- 
ed DRGs  account  for  10  percent  or  more  of  the  hospital's  total  Med- 
icare discharges.  A  hospital  meeting  the  criteria  is  paid  an  addi- 
tional payment  for  each  ESRD  beneficiary  discharge  based  on  the 
estimated  weekly  cost  of  dialysis  and  the  average  length  of  stay  of 
its  ESRD  beneficiaries. 

Outliers 

Additional  amounts  are  paid  to  hospitals  for  atypical  cases 
(known  as  "outliers")  which  have  either  extremely  long  length  of 
stay  (day  outliers)  or  extraordinarily  high  costs  (cost  outliers)  com- 
pared to  most  discharges  classified  in  the  same  DRG.  The  law  re- 
quires that  total  outlier  payments  to  all  hospitals  covered  by  the 
system  represents  no  less  than  5  percent  and  no  more  than  6  per- 
cent of  the  total  estimated  PPS  payments  for  the  fiscal  year.  Effec- 
tive with  discharges  occurring  on  or  after  October  1,  1984,  a  trans- 
ferring hospital  may  qualify  for  an  additional  payment  for  extraor- 
dinarily high-cost  cases  meeting  the  criteria  for  cost  outliers.  Out- 
lier payments  are  financed  by  an  offsetting  overall  reduction  in  the 
Federal  portion  of  the  base  payment  amount  per  discharge.  Effec- 
tive October  1,  1986,  Public  Law  99-509  established  separate  urban 
and  rural  set-aside  factors  for  financing  outlier  payments.  The  sep- 
arate set-aside  factors  for  rural  and  urban  hospitals  for  financing 
outlier  payments  will  end  when  the  other  urban  /rural  payment 
differential  is  phased  out  in  fiscal  year  1995,  as  enacted  in  OBRA 
1990. 

Public  Law  100-203  increased  payments  for  outlier  cases  classi- 
fied in  DRGs  relating  to  patients  with  burns  from  April  1,  1988, 
through  September  30,  1989.  This  legislation  also  prohibited  the 
Secretary  from  issuing  any  final  regulations  before  September  1, 
1988,  which  change  the  method  of  payment  for  outlier  cases  (other 
than  burn  cases). 

The  Secretary  published  new  outlier  rules  on  September  30,  1988, 
effective  for  discharges  on  or  after  October  1,  1988.  The  new  rules 
modified  the  thresholds  used  in  determining  whether  a  case  is  an 
outlier  and  increased  the  allowable  payment  amounts  for  cost  out- 
liers. The  effect  of  the  changes  increases  the  proportion  of  all  out- 
lier payments  going  to  cost  outliers.  Previously,  about  85  percent  of 
outlier  payments  were  made  for  length  of  stay  outliers  and  15  per- 
cent for  cost  outliers.  Under  the  new  rules,  60  percent  of  payments 
will  be  made  for  cost  outliers  and  40  percent  for  length  of  stay  out- 
liers. (Cases  that  meet  both  length  of  stay  and  cost  outlier  criteria 
are  paid  under  the  policy  that  produces  the  higher  payment.) 

To  determine  the  amount  of  additional  payments  for  outlier 
cases,  the  length  of  stay  (LOS)  for  each  case  in  a  DRG  is  first  com- 
pared against  the  applicable  LOS  threshold  for  the  category.  If  the 
LOS  for  a  case  exceeds  the  threshold,  then  the  case  qualifies  as  a 
day  outlier.  In  this  instance,  the  hospital  is  paid  its  regular  pay- 
ment rate  per  discharge  (for  this  DRG),  plus  the  Federal  portion  of 
a  per  diem  amount  (60  percent  of  the  hospital's  Federal  per  diem 
rate  for  the  DRG)  for  each  Medicare  covered  day  above  the  LOS 
threshold. 

If  the  case  does  not  qualify  as  a  day  outlier,  then  it  may  qualify 
as  a  cost  outlier.  The  case  will  qualify  for  extra  payments  on  this 
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basis  if  the  hospital's  Medicare  covered  charges  for  the  case,  adjust- 
ed to  operating  costs  (and  reduced  by  its  indirect  teaching  and  dis- 
proportionate share  adjustments,  if  applicable),  exceed  its  cost  out- 
lier threshold  for  the  DRG.  In  this  instance,  the  hospital  is  paid  its 
regular  payment  rate  per  discharge  for  the  DRG,  plus  the  Federal 
portion  of  75  percent  of  the  difference  between  its  adjusted  (and  re- 
duced) charges  for  the  case  and  the  cost  outlier  threshold. 

Table  5  shows  the  changes  in  outlier  policy  that  have  occurred 
during  the  last  6  years  of  the  PPS. 
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Payments  on  a  Reasonable  Cost  Basis 

Costs  for  certain  items  are  excluded  from  the  prospective  pay- 
ment system  and  thus  are  not  included  in  the  prospective  payment 
rates.  Medicare  pays  for  its  share  of  the  following  costs  according 
to  the  former  reasonable  cost-based  system: 

Capital-related  costs 

Medicare  pays  its  proportionate  share  of  hospitals'  reasonable 
capital-related  costs,  based  on  services  used  by  beneficiaries  as  a 
proportion  of  total  services  furnished  by  the  hospital.  (Payments  in 
recent  years  have  been  subject  to  fixed  percentage  reductions  to  be 
described  below.)  Four  basic  types  of  costs  are  allowable  for  Medi- 
care reimbursement: 

(1)  Interest  on  mortgages,  bonds,  or  other  borrowing  used  to 
finance  capital  investments  or  current  operations.  Interest 
costs  are  generally  offset  by  any  interest  income  earned  by  the 
hospital  on  investments. 

(2)  Depreciation,  figured  on  a  straight  line  basis,  for  plant 
and  equipment,  but  not  for  land. 

(3)  Rental  payments  for  plant  and  equipment. 

(4)  Property  taxes  and  insurance  premiums  related  to  capital 
assets. 

One  other  type  of  capital  cost  was  formerly  recognized  under 
Medicare,  but  has  not  been  reimbursable  for  hospital  services  since 
fiscal  year  1989:  return  on  equity  for  investor-owned  hospitals. 
Return  on  equity  payments  provided  a  return  to  investors  equiva- 
lent to  what  they  would  have  earned  if  they  had  used  their  money 
for  some  other  purpose. 

Congress  first  distinguished  between  capital-related  costs  and 
other  operating  expenses  of  hospitals  in  1972.  Public  Law  92-603 
set  certain  limits  on  routine  costs  for  inpatient  care,  but  capital 
costs  were  excluded  from  those  limits.  Instead,  Congress  began  an 
experiment  with  an  alternative  way  of  controlling  capital  expendi- 
tures: health  planning.  The  Secretary  was  authorized  to  enter  into 
agreements  with  States  under  which  State  planning  agencies  would 
review  hospital  proposals  for  construction  or  major  equipment  pur- 
chases. Medicare  and  Medicaid  capital  payments  could  be  denied 
for  projects  undertaken  without  State  approval. 

Capital  costs  were  again  excluded  when  overall  hospital  spending 
limits  were  established  by  the  Tax  Equity  and  Fiscal  Responsibility 
Act  of  1982  (TEFRA,  Public  Law  97-248).  When  the  new  PPS 
system  was  enacted  in  1983,  Congress  again  excluded  capital  costs. 
However,  the  Secretary  was  instructed  to  report  to  Congress  on 
methods  for  including  capital  in  PPS  and  was  authorized  (but  not 
required)  to  implement  prospective  payment  for  capital  on  or  after 
October  1,  1986.  In  addition,  unless  Congress  acted  on  capital  pay- 
ment legislation  by  that  date,  agreements  with  State  capital  ex- 
penditure review  programs  would  become  mandatory. 

The  Secretary's  authority  to  include  capital  in  PPS  was  post- 
poned twice.  The  Supplemental  Appropriations  Act  of  1986  (Public 
Law  99-349)  delayed  prospective  capital  payment  until  October  1, 
1987.  The  Omnibus  Budget  Reconciliation  Act  of  1987  (Public  Law 
100-203)  delayed  prospective  payment  until  October  1,  1991.  How- 
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ever,  the  Secretary  was  required,  not  merely  authorized,  to  imple- 
ment a  prospective  system  by  that  date.  The  system  was  required 
to  provide  for  capital  payments  to  be  made  on  a  per-discharge 
basis,  with  adjustments  based  on  each  discharge's  classification 
under  the  DRGs  or  some  similar  system.  At  the  Secretary's  discre- 
tion, the  system  could  include  adjustments  to  reflect  variations  in 
costs  of  construction  or  borrowing,  exceptions  (including  exceptions 
for  hospitals  with  existing  obligations),  and  adjustments  to  reflect 
hospital  occupancy  rates.  Public  Law  100-203  also  eliminated  Fed- 
eral participation  in  State  capital  expenditure  review  programs. 

While  prospective  payment  for  capital  has  been  delayed,  Con- 
gress has  included  in  budget  reconciliation  legislation  fixed  per- 
centage reductions  in  amounts  otherwise  payable  by  Medicare  for 
capital  costs.  These  cuts  began  in  fiscal  year  1987,  with  a  3.5  per- 
cent reduction.  Medicare  would  compute  its  share  of  total  costs  for 
each  hospital  and  then  reduce  that  computed  share  by  3.5  percent. 
The  percentage  reduction  increased  to  7  percent  for  the  first  quar- 
ter of  fiscal  year  1988,  12  percent  for  the  rest  of  that  fiscal  year, 
and  15  percent  for  fiscal  year  1989  through  fiscal  year  1991.  (Delays 
in  completing  budget  legislation  have  meant  that  there  were  brief 
intervals  in  1987  and  1989  when  no  reduction  was  taken).  The  re- 
ductions originally  applied  only  to  capital  costs  related  to  inpatient 
care.  Beginning  in  fiscal  year  1990,  capital  payments  for  outpatient 
hospital  services  were  also  reduced.  (The  reductions  did  not  apply 
to  certain  types  of  rural  hospitals  defined  in  Medicare  law,  includ- 
ing sole  community  hospitals,  essential  access  community  hospitals, 
and  rural  primary  care  hospitals.) 

The  Omnibus  Budget  Reconciliation  Act  of  1990  (Public  Law  101- 
508)  continues  capital  payment  reductions  through  fiscal  year  1995, 
with  the  reduction  percentage  lowered  to  10  percent  for  fiscal  year 
1992  through  1995.  Because  existing  law  requires  that  some  form  of 
prospective  payment  begin  in  fiscal  year  1992,  the  reductions  will 
not  be  applied  directly  to  each  hospital's  computed  capital  costs.  In- 
stead, the  Secretary  is  required  to  set  payments  under  the  new 
system  (or  under  the  new  system  and  PPS  combined)  in  such  a  way 
as  to  achieve  an  aggregate  capital  spending  reduction  of  10  percent, 
as  compared  to  what  would  have  been  spent  under  the  current  rea- 
sonable cost  system. 

The  administration's  proposed  rules  for  prospective  payment  for 
capital  costs  were  published  in  the  Federal  Register  on  February 
28,  1991.  After  a  period  for  public  comment,  final  rules  were  pub- 
lished on  Aug.  30,  1991.  The  final  rule  provides  for  a  10-year  transi- 
tion to  fully  prospective  payment  beginning  October  1,  1991. 

Table  6  shows  the  distribution  of  estimated  total  capital  pay- 
ments to  PPS  hospitals  by  geographic  location  and  type  of  hospital 
for  fiscal  year  1991. 

Table  7  shows  two  sets  of  projections  of  the  level  and  the  rate  of 
increase  of  aggregate  payments  and  payments  per  case  for  capital- 
related  costs  in  fiscal  years  1984  through  1997. 

Both  sets  of  projections  for  capital  reflect  recently  enacted  provi- 
sions which  phase  out  payments  for  a  return  on  equity  capital  for 
proprietary  providers.  The  second  set  also  includes  the  anticipated 
effects  of  statutory  reductions  in  reimbursements  for  capital-relat- 
ed costs  (i.e.,  3.5  percent  for  portions  of  cost-reporting  periods  in 


349 


fiscal  year  1987,  12  percent  for  fiscal  year  1988,  15  percent  for  fiscal 
year  1989  and  the  last  three  quarters  of  fiscal  year  1990,  15  percent 
in  fiscal  year  1991,  and  10  percent  for  fiscal  years  1992-1995)  en- 
acted in  the  Omnibus  Budget  Reconciliation  Act  of  1986  (Public 
Law  99-509),  in  the  Omnibus  Budget  Reconciliation  Act  of  1987 
(Public  Law  100-203),  in  the  Omnibus  Budget  Reconciliation  Act  of 
1989  (Public  Law  101-239),  and  in  the  Omnibus  Budget  Reconcilia- 
tion Act  of  1990  (Public  Law  101-508).  The  second  set  of  estimates 
in  table  7  also  include  the  effect  of  regulations  implementing  pro- 
spective payment  for  inpaitent  capital-related  costs  (effective  in 
fiscal  year  1992),  including  the  budget  neutrality  requirement 
through  fiscal  year  1995  enacted  in  OBRA  1990. 


TABLE  6.— CAPITAL-RELATED  PAYMENTS  TO  PPS  HOSPITALS  (INCURRED  AMOUNTS  FOR 

FISCAL  YEAR  1991) 


Capital 

Capital 

PPS  and  capital 

payments  as  a 

payillClllo  \\\\ 

navmpnts  2  fin 

payiliClllo  \\\\ 

pciuciii  ui  rro 

millions) 

millions) 

and  capital 

payments 

All  hospitals 

$6  220 

$59,460 

10.5 

Urban  

  5,270 

50,880 

10.4 

Rural 

QAf] 

O,  JOU 

ii  n 

11. V 

M^A  \  1  million  3 

9  Qnn 

98  37fl 

10  9 

Other  urban 

2  380 

22,520 

10.6 

Rural  referral 

300 

2*850 

10  6 

Rural  sole  comrnunitv 4 

120 

l|060 

11.5 

uiner  rural  

con 

  DZU 

4,0/U 

1 1  i 

Major  teaching  5  

  700 

8,760 

8.0 

Other  teaching  

  2,180 

21,890 

10.0 

Nonteaching  

  3,330 

28,820 

11.6 

Disproportionate  share: 

MSA  >  1  million  

  1,170 

12,240 

9.5 

Other  urban  

  1,120 

10,860 

10.3 

Rural  

  140 

1,320 

10.4 

Nondisproportionate  share: 

MSA  >  1  million  

  1,730 

16,120 

10.7 

Other  urban  

  1,260 

11,660 

10.8 

Rural  

  800 

7,250 

111 

New  England  

  290 

3,580 

8.2 

Middle  Atlantic  

  1,020 

11,560 

8.8 

South  Atlantic  

  1,040 

9,080 

11.4 

East  North  Central  

  1,070 

10,390 

10.3 

East  South  Central  

  460 

3,910 

11.8 

West  North  Central  

  470 

4,300 

10.9 

West  South  Central  

  730 

5,720 

12.8 

Mountain  

  300 

2,520 

11.7 

350 


TABLE  6.— CAPITAL-RELATED  PAYMENTS  TO  PPS  HOSPITALS  (INCURRED  AMOUNTS  FOR 
FISCAL  YEAR  1991) -Continued 


Capital 
payments 1  (in 
millions) 

PPS  and  capital 
payments 2  (in 
millions) 

Capital 
payments  as  a 
percent  of  PPS 
and  capital 
payments 

Pacific  

  840 

8,410 

10.0 

Urban: 

<  100  beds  

  320 

2,660 

12.0 

101-200  beds  

  1,010 

8,290 

12  2 

201-400  beds  

  2,330 

22,130 

10.5 

401+  beds  

  1,620 

17,800 

9.1 

Rural: 

<  50  beds  

  150 

1,540 

9.5 

51-100  beds  

  270 

2,400 

11.1 

101-200  beds  

  340 

2,820 

12.2 

201+  beds  

  190 

1,820 

10.2 

Voluntary  

  4,450 

43,930 

10.1 

Proprietary  

  1,050 

7,460 

14.0 

Urban  government  

  500 

5,870 

8.4 

Rural  government  

  220 

2,200 

10.0 

1  Capital  payments  are  the  incurred  payments  to  hospitals  covered  by  the  prospective  payment  system  (PPS) 
for  capital-related  expenses.  For  fiscal  year  1991,  capital  payments  will  be  equal  to  85  percent  of  the  reasonable 
cost  of  Medicare  capital-related  expenses  for  all  PPS  hospitals  except  sole  community  hospitals.  For  these 
hospitals,  capital  payments  will  equal  100  percent  of  Medicare  capital-related  expenses. 

2  Payments  are  equal  to  PPS  payments  for  the  operating  expenses  associated  with  providing  inpatient 
services  to  Medicare  beneficiaries  (i.e.,  those  payments  based  on  diagnosis-related  groups  and  adjusted  for 
"disproportionate  share,"  the  indirect  costs  related  to  teaching,  and  other  factors)  plus  capital  payments  to  PPS 
hospitals.  Payments  to  PPS  hospitals  for  the  direct  costs  of  graduate  medical  education,  and  other 
"passthroughs"  are  not  included.  PPS  payments  plus  capital  payments  equal  over  95  percent  of  total  Medicare 
payments  to  PPS  hospitals  for  hospital  inpatient  services. 

3  MSA  >  1  million  indicates  hospitals  located  in  Metropolitan  Statistical  Areas  with  populations  of  more  than 
1  million. 

4  Sole  community  hospitals  that  are  also  rural  referral  hositals  are  included  in  the  rural  referral  category. 

5  Major  teaching  hospitals  are  those  hospitals  for  which  the  ratio  of  the  number  of  full-time  equivalent 
interns  and  residents  to  the  number  of  beds  is  .25  or  larger. 

Source:  Congressional  Budget  Office  estimates  based  on  data  from  the  Health  Care  Financing  Administration 
and  other  sources. 


Physicians  in  teaching  hospitals 

If  a  teaching  hospital  so  elects,  the  direct  medical  and  surgical 
services  of  physicians  in  such  hospitals  will  be  excluded  from  the 
prospective  payment  system  and  paid  for  on  the  basis  of  reasonable 
costs. 
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TABLE  7.— ESTIMATED  OUTLAYS  FOR  INPATIENT  CAPITAL-RELATED  COSTS  UNDER 
MEDICARE'S  HOSPITAL  INSURANCE  PROGRAM,  FISCAL  YEARS  1984-97  1 

Without  OBRA  1986,  1987,  1989,  With  OBRA  1986,  1987,  1989,  1990 
1990  percentage  reductions  and  percentage  reductions  and  with  Aug. 
without  Aug.  30,  1991  regulation  30,  1991  regulation 2 


bC  Sons  percent 

IPiiiionb)       mcrease  Imuran:,)  mm 


Fiscal  year: 


1984 

$3.6 

NA 

$315 

$3.6 

NA 

$315 

1985  

4.2 

15.0 

385 

4.2 

14.6 

385 

1986  

4.6 

10.3 

440 

4.6 

10.3 

440 

1987  

4.8 

4.9 

475 

4.7 

2.0 

465 

1988  

5.4 

11.8 

525 

4.9 

5.1 

480 

1989  

6.0 

10.9 

585 

5.2 

5.4 

505 

1990  

6.8 

12.9 

635 

6.0 

15.9 

565 

1991  

7.4 

9.9 

705 

6.3 

4.8 

600 

1992  

8.2 

11.0 

765 

7.4 

18.1 

690 

1993  

9.1 

10.5 

830 

8.3 

11.1 

755 

1994  

10.1 

10.5 

895 

9.2 

10.5 

815 

1995  

11.1 

10.4 

965 

10.1 

10.4 

880 

1996  

12.3 

10.5 

1,045 

12.0 

18.7 

1,020 

1997  

13.6 

10.5 

1,130 

13.3 

10.5 

1,105 

1  Both  projections  for  capital-related  payments  reflect  current  law  provisions  which  phased  out  payments  for 
return-on-equity  capital  for  proprietary  providers  during  fiscal  year  1987  through  fiscal  year  1989.  Estimates  are 
CBO's  February  1991,  projections. 

2  Includes  freeze  at  fiscal  year  1987  payment  levels  from  Oct.  1,  1987  through  Nov.  20,  1987;  percentage 
reductions  were  3.5  percent  in  fiscal  year  1987,  12  percent  in  fiscal  year  1988,  15  percent  in  fiscal  year  1989, 
15  percent  in  the  last  three  quarters  of  fiscal  year  1990,  15  percent  in  fiscal  year  1991,  and  10  percent  for 
fiscal  years  1992-95.  Under  current  law,  regulations  implementing  (effective  fiscal  year  1992)  prospective 
payment  for  inpatient  capital-related  costs  will  primarily  affect  the  distribution  of  payments  with  aggregae  levels 
not  to  exceed  those  projected  above,  for  fiscal  year  1992  through  fiscal  year  1995.  Final  regulation  on 
prospective  payment  of  capital  issued  on  Aug.  30,  1991  implements  budget  neutrality  requirements  of  OBRA 
1990  through  fiscal  year  1995.  Payment  rates  are  updated  thereafter  by  the  2-year  moving  average  increase  in 
Medicare  capital  costs  per  case,  adjusted  for  case  mix  change,  that  occurred  3  and  4  years  previous  to  the 
fiscal  year  in  question. 


Kidney  acquisition  costs 

The  estimated  net  expenses  associated  with  kidney  acquisition  in 
certified  renal  transplantation  centers  are  excluded  from  the  pro- 
spective payment  system  and  paid  on  a  reasonable  cost  basis. 

Passthrough  payments  for  hemophilia  inpatients 

OBRA  1989  excludes  the  cost  of  administering  blood  clotting  fac- 
tors for  hemophilia  inpatients  from  PPS,  for  items  furnished  from 
June  19,  1990  through  December  19,  1991.  The  price  per  unit  for 
the  blood  clotting  factors  will  be  set  at  a  predetermined  rate,  in 
consultation  with  ProPAC,  and  the  cost  of  administering  the  blood 
clotting  factors  will  be  determined  by  multiplying  a  predetermined 
price  per  unit  of  blood  clotting  factor  by  the  number  of  units  pro- 
vided to  the  individual. 
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ProPAC  and  HCFA  are  required  to  develop  recommendations  on 
how  part  A  payments  will  be  made  for  the  costs  of  blood  clotting 
factors  and  submit  them  to  Congress  by  June  1991. 

Bad  debts  of  Medicare  beneficiaries 

An  additional  payment  is  made  to  hospitals  for  bad  debts  attrib- 
utable to  unpaid  deductible  and  copayment  amounts  related  to  cov- 
ered services  received  by  Medicare  beneficiaries. 

The  Secretary  is  prohibited  from  making  any  change  in  the 
policy  in  effect  on  August  1,  1987,  including  changes  in  hospital 
documentation  requirements.  OBRA  1989  prohibits  the  Secretary 
from  requiring  hospitals  to  change  their  bad  debt  collection  policy 
if  a  fiscal  intermediary  accepted  the  policy  in  accordance  with  the 
rules  in  effect  as  of  August  1,  1987,  for  indigency  determination 
procedures,  for  record  keeping,  and  for  determining  whether  to 
refer  a  claim  to  an  external  collection  agency.  For  such  facilities, 
the  Secretary  also  may  not  collect  from  the  hospital  on  the  basis  of 
an  expectation  of  a  change  in  the  hospital's  collection  policy. 

Special  Treatment  of  Certain  Facilities 

Certain  exceptions  and  adjustments  to  the  prospective  payment 
rates  are  provided  as  follows: 

Sole  community  hospitals 

Sole  community  hospitals  (SCHs)  are  hospitals  that  (because  of 
factors  such  as  isolated  location,  weather  conditions,  travel  condi- 
tions, or  absence  of  other  hospitals)  are  the  sole  source  of  inpatient 
services  reasonably  available  in  a  geographic  area.  For  cost  report- 
ing periods  beginning  before  April  1,  1990,  SCHs  were  paid  on  the 
same  basis  as  all  other  hospitals  were  paid  in  the  first  year  of  the 
transition  period:  25  percent  of  the  payment  is  based  on  Federal  re- 
gional DRG  rates  and  75  percent  on  each  hospital's  cost  base. 

Under  the  provisions  of  OBRA  89,  the  criteria  for  SCH  designa- 
tion was  liberalized  by  allowing  hospitals  to  be  designated  as  such 
if  they  were  located  more  than  35  road  miles  from  another  hospi- 
tal. In  addition,  OBRA  89  provided  the  Secretary  with  the  author- 
ity to  designate  a  hospital  as  an  SCH  if,  by  reason  of  factors  such 
as  travel  time  to  the  nearest  alternative  source  of  appropriate  inpa- 
tient care,  location,  weather  conditions,  travel  conditions,  or  ab- 
sence of  other  like  hospitals,  the  Secretary  determines  that  it  is  the 
sole  source  of  inpatient  hospital  services  reasonably  available  to  in- 
dividuals in  a  geographic  area. 

In  addition,  OBRA  1989  established  new  payment  provisions  that 
apply  to  all  SCHs  for  cost  reporting  periods  beginning  after  April  1, 
1990.  An  SCH  may  receive  the  higher  of  the  following  rates  as  the 
basis  of  reimbursement:  a  target  amount  based  on  100  percent  hos- 
pital-specific prospective  rates  based  on  fiscal  year  1982  costs  up- 
dated to  the  present;  a  target  amount  based  on  hospital-specific 
prospective  rates  based  on  fiscal  year  1987  costs  updated  to  the 
present;  or  the  Federal  PPS  rate.  Current  SCHs  not  meeting  the 
new  criteria  are  allowed  to  continue  to  qualify  for  payments  as  an 
SCH. 
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OBRA  1989  made  permanent  the  provision  by  which  an  SCH 
may  request  additional  payments  if  the  hospital  experiences  a  de- 
crease of  more  than  5  percent  in  its  total  inpatient  cases  due  to  cir- 
cumstances beyond  its  control.  An  SCH  may  receive  such  payments 
if  it  meets  sole  community  hospital  criteria  but  is  not  being  paid  as 
a  sole  community  hospital.  As  of  March  1992,  635  hospitals  were 
classified  as  sole  community  providers. 

Medicare  dependent  hospitals 

OBRA  1989  created  a  new  classification  of  hospitals  termed  Med- 
icare dependent  hospitals.  Medicare  dependent  hospitals  are  hospi- 
tals that  are  located  in  a  rural  area,  have  100  beds  or  less,  are  not 
classified  as  a  sole  community  provider,  and  for  which  not  less 
than  60  percent  of  inpatient  days  or  discharges  in  the  hospital  cost 
reporting  period  that  began  during  fiscal  year  1987  were  attributa- 
ble to  Medicare.  These  hospitals  are  reimbursed  in  the  same  fash- 
ion as  sole  community  providers.  As  of  January  1992,  there  were 
514  Medicare  dependent  hospitals. 

Referral  centers 

The  Secretary  is  authorized  to  provide  exceptions  and  adjust- 
ments as  appropriate  for  regional  and  national  referral  centers. 
These  centers  are  defined  as: 

(1)  rural  hospitals  having  275  or  more  beds; 

(2)  hospitals  having  at  least  50  percent  of  their  Medicare  pa- 
tients referred  from  other  hospitals  or  from  physicians  not  on 
the  hospital's  staff,  at  least  60  percent  of  their  Medicare  pa- 
tients residing  more  than  25  miles  from  the  hospital,  and  at 
least  60  percent  of  the  services  furnished  to  Medicare  benefici- 
aries are  furnished  to  those  who  live  25  miles  or  more  from  the 
hospital;  or 

(3)  rural  hospitals  meeting  the  following  criteria  for  hospital 
cost  reporting  periods  beginning  on  or  after  October  1,  1985: 

(a)  a  case  mix  index  equal  to  or  greater  than  the  median 
case  mix  for  all  urban  hospitals  (the  national  standard),  or 
the  median  case  mix  for  urban  hospitals  located  in  the 
same  census  region,  excluding  hospitals  with  approved 
teaching  programs.  (The  case  mix  index  is  a  measure  of 
the  relative  costliness  of  the  hospital's  mixture  of  cases 
among  the  DRGs  compared  to  the  national  average  mix- 
ture of  medicare  cases); 

(b)  a  minimum  of  5,000  discharges,  the  national  dis- 
charge criterion  (3,000  in  the  case  of  osteopathic  hospitals), 
or  the  median  number  of  discharges  in  urban  hospitals  for 
the  region  in  which  the  hospital  is  located;  and 

(c)  at  least  one  of  the  following  three  criteria:  more  than 
50  percent  of  the  hospital's  medical  staff  are  specialists,  at 
least  60  percent  of  discharges  are  for  inpatients  who  reside 
more  than  25  miles  from  the  hospital,  or  at  least  40  per- 
cent of  inpatients  treated  at  the  hospital  have  been  re- 
ferred either  from  physicians  not  on  the  hospital's  staff  or 
from  other  hospitals. 

Referral  centers  are  paid  prospective  payments  based  on  the  ap- 
plicable urban  payment  amount  rather  than  the  rural  payment 
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amount,  as  adjusted  by  the  hospital's  area  wage  index.  The  applica- 
ble amount  is  the  "other  urban"  rate  (i.e.,  the  rate  for  urban  areas 
with  1  million  or  fewer  people)  for  all  referral  centers  except  those 
(if  any)  located  in  MSAs  greater  than  1  million. 

Under  the  regulations,  once  a  hospital  has  achieved  referral 
center  status,  it  is  paid  at  the  applicable  urban  rate  for  a  3-year 
period.  Public  Law  99-509  permitted  hospitals  designated  as  region- 
al referral  centers,  as  of  the  date  of  enactment,  to  continue  their 
designation  through  cost  reporting  periods  beginning  before  Octo- 
ber 1,  1989.  OBRA  89  extended  the  status  of  current  referral  cen- 
ters for  three  additional  years,  including  all  hospitals  classified  as 
referral  centers  as  of  September  30,  1989.  As  of  March  1992,  235 
hospitals  were  qualified  as  referral  centers. 

Hospitals  in  rural  counties  treated  as  urban  counties 

Hospitals  in  areas  that  are  reclassified  from  urban  to  rural 
under  OMB's  MSA  system  are  allowed  a  2-year  transition  period 
during  which  they  are  paid  blend  of  the  applicable  urban  and  rural 
rates. 

Public  Law  100-203  provided  for  the  reclassification  of  rural  hos- 
pitals as  urban  if  the  county  in  which  the  hospital  was  located  was 
adjacent  to  two  or  more  MSAs  and  met  criteria  regarding  commut- 
ing patterns  of  its  residents  to  the  central  counties  of  the  adjacent 
MSAs.  If  treating  a  hospital  located  in  a  rural  county  as  being  lo- 
cated in  an  urban  area  reduced  the  wage  index  for  that  urban  area 
or  for  other  rural  areas  in  the  State,  Public  Law  100-647  required 
an  adjustment  to  ensure  that,  for  discharges  during  fiscal  year 
1990  and  1991,  no  other  area  suffered  a  reduced  wage  index. 

Public  Law  101-239  (OBRA  1989)  allows  hospitals  to  apply  for  re- 
classification from  rural  to  urban  and  allows  counties  to  apply  for 
reclassification  from  rural  to  urban.  In  addition,  OBRA  1989  estab- 
lishes a  floor  for  area  wage  indices  so  that  the  reclassification  of 
hospitals  under  the  new  procedures  or  the  rules  enacted  in  OBRA 
1987  cannot  result  in  the  reduction  of  a  county's  wage  index  below 
the  wage  index  for  other  rural  areas  within  the  same  State. 

Public  Law  101-239,  requires  the  Secretary  to  establish  a  Geo- 
graphic Classification  Review  Board  to  consider  appeals  by  hospi- 
tals for  a  change  in  classification  from  rural  to  urban,  or  from  one 
urban  area  to  another  urban  area. 

The  Act  also  revises  the  rules  for  the  adjustment  of  wage  indices 
required  as  a  result  of  the  reclassification  of  hospitals  under  the 
OBRA  1987  provision  or  under  the  new  procedures  for  reclassifica- 
tion. If  reclassification  of  a  county  into  an  urban  area  reduces  the 
wage  index  for  that  area  by  1  percent  or  less,  then  the  MSA  wage 
index  applies  to  hospitals  in  the  reclassified  county,  but  the  reclas- 
sified county  is  to  be  excluded  from  the  computation  of  the  index. 
If  the  reclassification  reduces  the  urban  area's  wage  index  by  more 
than  1  percent,  separate  wage  indices  are  to  be  computed  for  the 
original  urban  area  and  for  the  reclassified  county.  If  the  reclassifi- 
cation of  a  rural  county  results  in  a  reduction  in  the  wage  index 
for  the  other  rural  counties  in  the  State,  the  index  is  to  be  comput- 
ed as  if  the  reclassification  had  not  occured.  Finally,  no  reclassifica- 
tion can  reduce  any  area's  wage  index  to  a  level  below  the  index 
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for  rural  areas  in  the  State.  The  new  rules  are  effective  April  1, 
1990. 

OBRA  1990  provides  that  if  including  wages  of  all  redesignated 
hospitals  in  the  wage  index  of  the  MSA  to  which  they  are  redesig- 
nated reduces  the  MSA's  wage  index  by  more  than  1  percentage 
point,  then  the  original  wage  index  (calculated  without  the  wages 
of  the  redesignated  hospitals)  is  applied  to  hospitals  in  the  MSA. 
Redesignated  hositals  would  receive  a  wage  index  combining  their 
wages  plus  the  wages  of  the  MSA  to  which  they  were  redesignated. 
OBRA  1990  also  extends  the  due  date  for  initial  applications  for  re- 
classification submitted  to  the  Geographic  Classification  Review 
Board  until  November  6,  1990,  and  clarifies  the  Secretary's  ability 
to  review  decisions  of  the  Board.  As  of  August  1991,  930  rural  and 
urban  hospitals  had  been  reclassified  by  the  Board. 

Section  602k  hospitals 

Prior  to  Public  Law  98-21,  payments  for  nonphysician  services 
(in  such  areas  as  radiology,  laboratory,  physical  therapy,  prosthet- 
ics) provided  to  Medicare  beneficiaries  who  were  hospital  inpa- 
tients were  made  either  (1)  to  the  hospital  under  part  A  of  Medi- 
care on  a  reasonable  cost  basis  or  (2)  to  an  outside  supplier  of  the 
service  under  part  B  of  Medicare  on  the  basis  of  reasonable 
charges.  The  practice  of  billing  under  part  B  for  services  provided 
to  hospital  inpatients  is  known  as  the  *  'unbundling"  of  part  A  serv- 
ices. 

Public  Law  98-21  provided  that,  effective  October  1,  1983,  for  all 
hospitals  participating  in  the  Medicare  program  (including  those 
under  prospective  payment,  excluded  hospitals,  and  those  paid 
under  State  cost  control  systems),  all  nonphysician  services  provid- 
ed to  hospital  inpatients  will  be  paid  only  as  hospital  services 
under  the  part  A  program.  The  Secretary  has  authority  to  waive 
this  requirement  during  the  transition  period  to  allow  billing 
under  part  B  for  hospitals  that  had  such  extensive  billings  under 
part  B  prior  to  October  1,  1982,  that  compliance  with  the  new  re- 
quirement would  threaten  the  stability  of  patient  care  (commonly 
referred  to  as  602k  hospitals).  As  of  December  1985,  there  were 
four  602k  hospitals. 

Hospitals  Excluded  From  the  Prospective  Payment  System 

The  following  hospitals  are  by  law  excluded  from  the  prospective 
payment  system  and  are  paid  on  the  basis  of  reasonable  costs,  sub- 
ject to  the  TEFRA  rate  of  increase  limits:  psychiatric  hospitals,  re- 
habilitation hospitals,  psychiatric  or  rehabilitation  units  which  are 
distinct  parts  of  a  hospital,  alcohol  and  drug  abuse  hospitals  and 
such  distinct  units  of  hospitals  (for  cost  reporting  periods  beginning 
before  October  1,  1987),  children's  hospitals  (with  patients  averag- 
ing under  18  years  of  age),  long-term  hospitals  (with  an  average  in- 
patient length  of  stay  greater  than  25  days),  and  hospitals  outside 
the  50  States  and  the  District  of  Columbia.  Public  Law  99-509  pro- 
vided that  hospitals  located  in  Puerto  Rico  will  be  included  in  PPS, 
specially  adjusted  for  Puerto  Rico,  effective  with  discharges  occur- 
ring on  or  after  October  1,  1987.  Public  Law  101-239  exempts 
cancer  hospitals  (hospitals  extensively  involved  in  treatment  for 
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and  research  on  cancer)  classified  as  such  before  December  31, 
1990,  from  PPS.  In  addition,  the  act  provides  an  exemption  for  any 
hospital  classified  as  a  cancer  hospital  before  December  31,  1991, 
that  is  located  in  a  State  that  has  a  PPS  waiver  under  section 
1814(b)  (i.e.,  Maryland).  In  addition,  there  are  special  cases  where 
the  prospective  payment  system  is  not  applied,  such  as  for  emer- 
gency services  provided  to  Medicare  beneficiaries  in  hospitals  not 
participating  in  Medicare  and  Veterans'  Administration  hospital 
services  provided  to  Medicare  beneficiaries. 

OBRA  1990  increased  the  cost  limits  imposed  on  hospitals 
exempt  from  PPS.  Under  prior  law,  hospitals  with  costs  in  excess 
of  the  cost  limits  imposed  by  the  Tax  Equity  and  Fiscal  Responsi- 
bility Act  (TEFRA)  would  be  reimbursed  for  their  cost  up  to  the 
TEFRA  limit.  Under  OBRA  1990,  hospitals  with  costs  in  excess  of 
the  cost  limits  imposed  by  TEFRA  will  receive  50  percent  of  the 
costs  that  are  in  excess  of  the  limit,  up  to  a  maximum  of  110  per- 
cent of  the  limit.  In  addition,  the  Secretary  is  directed  to  develop  a 
new  propspective  payment  methodology  for  exempt  hosplitals,  or  to 
substantially  modify  the  current  target-rate  system. 

Hospitals  reimbursed  under  approved  State  cost  control  systems 
are  also  excluded  from  the  prospective  rates. 

Section  1886(c)  of  the  Social  Security  Act  (as  added  by  TEFRA) 
gave  the  HHS  Secretary  discretion  to  reimburse  hospitals  in  a 
State  according  to  the  State's  hospital  reimbursement  control 
system  rather  than  according  to  Medicare's  reimbursement  meth- 
ods if  the  State  requests  this  change  and  if  HHS  determines  that 
the  State  system  meets  certain  requirements.  Currently  one  State 
has  a  waiver  to  operate  its  own  system:  Maryland.  New  York  has  a 
waiver  convering  four  counties  participating  in  the  Finger  Lakes 
Area  Hospital  Corporation  (FLAHC)  rural  hospital  payment  dem- 
onstration. 

Public  Laws  98-21  and  98-369  added  several  more  requirements 
for  State  systems.  According  to  final  regulations  published  by  HHS 
on  April  24,  1986  (51  F.R.  15481),  implementing  these  legislative 
changes,  HHS  has  the  discretion  to  allow  Medicare  hospital  reim- 
bursement to  be  made  in  accordance  with  a  State  reimbursement 
control  system  if  the  chief  executive  officer  of  the  State  requests 
approval  of  the  State  system,  and  provided  that  the  State  system: 

(a)  Applies  to  substantially  all  non-federal  acute  care  hospi- 
tals in  the  State. 

(b)  Applies  to  at  least  75  percent  of  all  inpatient  revenues  or 
expenses  for  the  State. 

(c)  Provides  assurances  that  payers,  hospital  employees  and 
patients  in  the  State  will  be  treated  equitably  under  its  system. 

(d)  Provides  assurances  that  its  system  will  not  result  in 
greater  Medicare  expenditures  over  36-month  periods. 

(e)  Does  not  preclude  health  maintenance  organizations 
(HMOs)  or  competitive  medical  plans  (CMPs)  from  negotiating 
directly  with  hospitals  concerning  payment  for  inpatient  serv- 
ices. 

(f)  Limits  hospital  charges  to  Medicare  beneficiaries  to 
deductibles,  coinsurance,  and  services  for  which  the  beneficiary 
would  not  be  entitled  to  have  payment  made  under  Medicare 
Part  A;  and  prohibits  payment  under  Part  B  of  Medicare  for 
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nonphysician  services  provided  to  hospital  inpatients  unless 
this  prohibition  is  waived. 

Public  Law  101-239  (OBRA  1989)  requires  the  Secretary's  test  of 
effectiveness  of  a  State  cost  containment  system  to  be  based  on  the 
aggregate  rate  of  increase  from  October  1,  1984,  to  the  most  recent 
date  for  which  annual  data  are  available.  This  provision  extends 
the  waiver  for  the  FLAHC  rural  hospital  payment  demonstration. 

Special  provisions  apply  to  States  that  have  existing  demonstra- 
tion projects  approved  by  HCFA  under  section  402  of  the  Social  Se- 
curity Amendments  of  1967  or  section  222(a)  of  the  Social  Security 
Amendment  of  1972  for  the  operation  of  State  reimbursement  con- 
trol systems.  HHS  approval  of  a  State's  application  to  continue  the 
operation  of  a  system  upon  expiration  of  the  demonstration  project 
is  mandatory  if,  and  for  so  long  as,  the  system  meets  the  minimum 
requirements  described  in  items  (a)  through  (f)  above. 

Public  Law  101-508  revises  the  Secretary's  test  of  effectiveness  of 
a  State  cost  containment  system  to  be  based  on  the  rate  of  increase 
in  costs  per  hospital  inpatient  admission  as  compared  to  the  rate  of 
increase  in  such  costs  with  respect  to  all  hospitals  between  Janu- 
ary 1,  1981,  and  the  present.  In  addition,  OBRA  1990  provides  that 
a  State  no  longer  qualifying  for  a  PPS  waiver  be  provided  with  a 
reasonable  period,  not  to  exceed  two  years,  for  transition  from  the 
State  system  to  the  national  payment  system,  and  requires  restora- 
tion of  the  waiver  if  the  State  returns  to  compliance  during  the 
transition  period. 

Administration 
Prospective  Payment  Assessment  Commission 

Public  Law  98-21  required  the  Director  of  the  Congressional 
Office  of  Technology  Assessment  (OTA)  to  appoint  by  April  1,  1984, 
a  commission  of  15  independent  experts,  known  as  the  Prospective 
Payment  Assessment  Commission  (ProPAC).  Public  Law  99-272 
added  two  members  to  ProPAC,  bringing  the  total  to  17  members. 

The  Commission  must:  (1)  consult  with  and  make  recommenda- 
tions to  the  Secretary  on  the  need  for  adjustments  to  the  DRG  clas- 
sifications, the  methodology  for  classifying  specific  hospital  dis- 
charges within  the  DRGs,  and  weighting  factors  for  the  DRGs;  3 
and  (2)  report  to  Congress  its  evaluation  of  any  adjustments  which 
the  Secretary  makes.4 

Each  year,  ProPAC  also  submits  a  report  to  Congress  which  pro- 
vides background  information  on  trends  in  health  care  delivery 
and  financing,  including  the  impact  of  the  prospective  payment 
system  on  providers  and  beneficiaries.  Prior  to  1988,  this  report  to 
Congress  was  submitted  in  February  each  year.  Because  the  Com- 
mission's report  and  recommendations  to  the  Secretary  is  due  ear- 
lier, however,  the  report  to  Congress  has  been  rescheduled  for  June 
1,  each  year.5 


3  See  Prospective  Payment  Assessment  Commission.  Report  and  Recommendation  to  the  Sec- 
retary, U.S.  Department  of  Health  and  Human  Services,  March  1,  1992. 

4  See  Prospective  Payment  Assessment  Commission,  1990  Adjustments  to  the  Medicare  Pro- 
spective Payment  System.  Report  to  Congress,  November  1989. 

5  See  Prospective  Payment  Assessment  Commission,  Medicare  Prospective  Payment  and  the 
American  Health  Care  System.  Report  to  Congress,  June  1991. 


358 


OBRA  1990  expands  ProPAC's  responsibilities  for  studying  hospi- 
tal payment  policies  under  PPS,  requiring  the  Commission  to 
advise  the  Congress,  in  addition  to  the  Secretary.  The  Secretary  is 
required  to  submit  to  Congress  recommendations  that  take  into  ac- 
count ProPAC's  recommendations,  and  include  a  written  explana- 
tion of  those  recommendations  that  differ  from  those  of  the  Com- 
mission. 

Public  Law  101-508  requires  ProPAC  to  study  and  make  recom- 
mendations for  each  fiscal  year  on  Medicare's  reimbursement  of 
nonhospital  institutional  services.  In  addition,  ProPAC  is  required 
to  include  in  the  June  1  report  to  Congress  an  examination  of 
issues  affecting  health  care  delivery. 

Administrative  and  judicial  review 

Administrative  and  judicial  appeals  are  allowed  under  proce- 
dures and  authorities  already  established  under  the  Medicare  pro- 
gram. However,  the  law  precludes  administrative  and  judicial 
review  of:  (1)  the  "budget  neutrality"  adjustment  (see  above),  and 
(2)  the  DRG  payment  amounts,  including  the  establishment  of 
DRGs,  the  methodology  for  classifying  discharges  within  DRGs,  and 
the  DRG  weighting  factors. 

Review  activities 

Public  Law  97-248,  the  Tax  Equity  and  Fiscal  Responsibility  Act 
of  1982  (known  as  TEFRA)  replaced  the  existing  Professional 
Standards  Review  Organization  (PSRO)  program  with  the  utiliza- 
tion and  quality  control  peer  review  program.  The  Secretary  of  the 
Department  of  Health  and  Human  Services  was  required  to  enter 
into  performance-based  contracts  with  physician-sponsored  or  phy- 
sician-access organizations  known  as  Peer  Review  Organizations 
(PRO's)  by  November  15,  1984.  As  a  condition  of  receiving  pay- 
ments under  the  prospective  payment  system,  hospitals  are  re- 
quired to  enter  into  an  agreement  with  a  PRO  under  which  the 
PRO  will  review  the  validity  of  diagnostic  and  procedural  informa- 
tion provided  by  the  hospitals;  the  completeness,  adequacy  and 
quality  of  care  provided;  and  the  appropriateness  of  admissions  pat- 
terns, discharges,  lengths  of  stay,  transfers,  and  services  furnished 
in  outlier  cases. 

Since  1982,  the  statute  governing  the  PRO  program  has  been 
amended  numerous  times,  and  the  PROs  are  now  operating  under 
the  third  "scope  of  work."  In  addition  to  reviewing  inpatient  care 
and  some  ambulatory  care  services,  the  PROs  are  now  required  to 
review  hospital  readmissions  within  31  days  of  a  previous  hospital 
discharge  to  determine  if  the  previous  inpatient  services  and  the 
posthospital  services  met  professionally  recognized  standards  of 
care.  This  provision  was  enacted  as  part  of  the  Omnibus  Budget 
Reconciliation  Act  of  1986  (P.L.  99-509),  partly  in  response  to  con- 
gressional concerns  that  the  prospective  payment  system  was  en- 
couraging hospitals  to  discharge  patients  prematurely  to  inappro- 
priate levels  of  care. 
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Historical  Trends  in  PPS  Payments  and  Hospital  Medicare 
Cost,  Revenue,  and  Utilization 

Aggregate  PPS  payments 

Prospective  payment  system  (PPS)  payments  for  fiscal  year  1991 
are  estimated  at  $52.0  billion  (see  table  8).  Of  that  amount,  $5.5  bil- 
lion is  accounted  for  by  beneficiary  deductibles  and  copayments 
and  payments  made  by  other  third-party  payers,  and  $46.5  billion 
by  payments  from  the  Medicare  program.  Under  current  law,  PPS 
payments  are  expected  to  exceed  $81.5  billion  by  fiscal  year  1997, 
with  $73.0  billion  coming  from  the  Medicare  trust  fund  and  $8.4 
billion  from  beneficiaries  and  other  payers. 

Trends  in  PPS  costs,  revenue,  and  margins 

In  the  following  tables,  PPS1,  PPS2,  PPS3,  PPS4,  PPS5,  and 
PPS6  indicate  the  first  through  sixth  years  of  the  Medicare  pro- 
spective payment  system,  respectively.  Hospitals  were  phased  into 
PPS  beginning  October  1,  1983,  depending  on  when  the  hospital's 
accounting  or  fiscal  year  began.  Thus,  PPS1  is  the  first  year  of  pro- 
spective payment  for  each  individual  hospital  and  generally  over- 
laps Federal  fiscal  years  1984  and  1985. 

The  increase  in  the  PPS  payment  rates  (the  DRG  prices)  has  dif- 
fered from  the  update  factor  each  year.  For  example,  in  the  first  2 
years,  the  PPS  payment  rates  were  required  to  be  adjusted  so  that 
aggregate  payments  to  hospitals  included  in  PPS  would  be  equal  to 
the  aggregate  payments  they  would  have  received  if  they  had  been 
paid  under  the  provisions  of  prior  law  (the  target  rate  of  increase 
limits  established  in  TEFRA,  Public  Law  97-248).  As  a  result  of 
this  budget  neutrality  adjustment,  the  actual  increases  in  the  DRG 
prices  were  lower  than  the  increases  provided  by  the  PPS  update 
factors  for  those  years.  In  the  third  year,  the  PPS  rates  were  frozen 
by  the  Congress  and  the  update  factor  of  0.5  percent  established  in 
COBRA  (Public  Law  99-272)  applied  for  only  the  last  5  months  of 
the  fiscal  year.  Actual  increases  in  the  DRG  rates  in  each  year  also 
have  been  affected  by  changes  in  policy  that  required  recalculation 
or  adjustment  of  the  Federal  base  payment  amounts  or  the  DRG 
relative  weights. 

Actual  annual  increases  in  average  payments  per  case,  in  turn, 
depend  on  a  variety  of  factors  in  addition  to  the  increase  in  the 
PPS  rates,  including  the  increase  in  reported  case  mix  and  other 
changes  in  payment  policies. 

Following  an  increase  of  only  1.9  percent  in  the  first  year  of  PPS, 
PPS  operating  costs  per  discharge  rose  at  a  rate  of  about  10  per- 
cent per  year  during  the  second  through  sixth  years  (see  table  9). 
PPS  payment  per  discharge  increases  were  substantial  during  the 
first  2  years  of  PPS  but  were  dramatically  lower  in  the  next  4 
years.  In  each  year,  per  discharge  payment  increases  were  greater 
than  for  the  PPS  market  basket  index.  PPS  payments  have  also 
grown  faster  than  the  update  factor,  primarily  due  to  the  increased 
frequency  of  higher-weighted  DRGs.  The  cumulative  increases  in 
costs  and  payments  per  discharge  in  the  first  6  years  of  PPS  are 
63.2  percent  and  57.8  percent,  respectively  (see  chart  1). 

PPS  margins  are  defined  as  PPS  payments  less  PPS  operating 
costs  divided  by  PPS  payments.  The  aggregate  PPS  margin  was 
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above  14  percent  in  each  of  the  first  2  years  of  PPS,  falling  to  9.9 
percent  in  the  third  year  6.7  percent  in  the  fourth  year,  2.6  percent 
in  the  fifth  year,  and  —1.4  percent  in  the  sixth  year  (see  table  10). 
The  sixth  year  of  PPS  was  the  first  time  in  which  aggregate  PPS 
operating  costs  exceeded  aggregate  payments.  Almost  60  percent  of 
all  PPS  hospitals  incurred  losses  under  PPS  during  the  sixth  year 
(see  table  11). 

PPS  margins  do  not  represent  the  bottom  line  for  the  hospital 
industry.  Total  margins,  which  include  expenses  and  revenues  re- 
lated to  Medicare  and  other  inpatient  and  outpatient  care  as  well 
as  other  facility  activities,  increased  steadily  from  the  early  1970s 
to  the  early  1980s,  peaking  in  1984.  Data  from  the  American  Hospi- 
tal Association's  National  Hospital  Panel  Survey  indicate  that, 
after  a  slight  decline,  the  total  margin  has  leveled  off.  The  total 
margin  in  1990,  4.8  percent,  is  comparable  to  pre-PPS  levels. 

Margins  by  hospital  type 

PPS  margins  vary  by  hospital  type.  During  the  first  4  years  of 
PPS,  urban  hospitals  had  substantially  higher  margins  than  rural 
hospitals.  Within  both  categories,  margins  increased  with  hospital 
size.  The  urban/rural  margin  differential  decreased  in  the  fifth 
year  of  PPS,  because  policy  changes  in  recent  years  have  increased 
payments  to  rural  hospitals  relative  to  urban  hospitals.  In  the  sixth 
year  of  PPS,  both  urban  and  rural  margins  are  negative.  Major 
teaching  hospitals  and  large  urban  hospitals  with  disproportionate 
shares  of  poor  patients  had  relatively  high  PPS  margins  during  the 
first  6  year  of  PPS. 

Distribution  of  PPS  hospitals,  cases,  and  payments 

Estimates  for  fiscal  year  1991  show  that  PPS  payments  continue 
to  vary  substantially  across  hospital  groups  (see  table  12).  For  ex- 
ample, 53  percent  of  all  PPS  hospitals  are  located  in  urban  areas; 
these  hospitals  account  for  79  percent  of  all  PPS  discharges  and  re- 
ceive 86  percent  of  all  PPS  payments.  By  contrast,  rural  hospitals 
account  for  47  percent  of  PPS  hospitals  and  21  percent  of  PPS  dis- 
charges, and  only  14  percent  of  PPS  payments. 

For  all  PPS  hospitals,  the  basic  DRG  payment  was  estimated  to 
account  for  84.7  percent  of  fiscal  year  1991  PPS  payments  (see 
table  13).  Indirect  medical  education  (IME),  disproportionate  share 
(DSH),  and  outlier  payments  were  expected  to  account  for  15.2  per- 
cent of  all  PPS  payments,  or  about  $8  billion. 

The  IME  adjustment  is  intended  to  recognize  hospitals'  indirect 
costs  of  operating  approved  graduate  medical  education  programs. 
The  DSH  adjustment  is  intended  to  compensate  hospitals  that  treat 
large  proportions  of  low-income  patients.  Almost  all  IME  and  DSH 
payments  go  to  hospitals  located  in  urban  areas.  In  fiscal  year 
1991,  urban  hospitals  received  98  percent  of  IME  payments  and  97 
percent  of  DSH  payments.  Outlier  payments  are  intended  to  pro- 
tect hospitals  from  the  risk  of  financial  losses  due  to  cases  with  ex- 
ceptionally long  stays  or  high  costs.  Large,  urban  teaching  hospi- 
tals and  those  located  in  the  Middle  Atlantic  region  received  the 
highest  proportion  of  outlier  payments.  Small,  rural  hospitals  and 
those  located  in  the  West  North  Central  region  received  the  lowest 
percentage  of  outlier  payments. 
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Medicare  passthrough  payments 

Payments  for  capital  and  direct  medical  education  expenses  are 
frequently  referred  to  as  passthrough  payments  because  at  the  be- 
ginning of  PPS,  they  were  paid  on  a  cost  reimbursement  basis,  or 
' 'passed  through,"  to  Medicare.  Beginning  in  fiscal  year  1991,  cap- 
ital payments  are  made  on  a  prospective  per  case  basis.  Direct 
medical  education  payments  are  currently  based  on  a  prospective 
per  resident  amount. 

During  the  sixth  year  of  PPS,  these  two  categories  accounted  for 
12.4  percent  of  all  Medicare  inpatient  hospital  payments  (see  table 
14).  The  hospitals  with  the  highest  proportion  of  passthrough  pay- 
ments were  predominantly  large,  teaching,  and  located  in  urban 
areas.  In  contrast,  hospitals  with  the  lowest  passthrough  payments 
tended  to  be  small  and  located  in  rural  areas. 

Effects  of  policy  changes  on  PPS  payments 

Since  the  implementation  of  PPS,  the  distribution  of  Medicare 
payments  to  hospitals  has  changed.  Some  redistribution  has  result- 
ed from  changes  in  hospital  behavior,  but  much  of  it  is  attributable 
to  policy  decisions.  These  include  the  transition  to  national  average 
rates,  reductions  in  teaching  hospital  payments,  the  addition  of  a 
disproportionate  share  adjustment,  and  separate  update  factors  for 
rural  hospitals,  hospitals  in  large  urban  areas,  and  other  urban 
hospitals. 

The  update  factor  and  other  policy  decisions  implemented  be- 
tween fiscal  years  1984  and  1991  increased  per-case  PPS  payment 
rates  by  24.7  percent  (see  table  15).  These  policy  decisions  have  re- 
distributed PPS  payments  to  rural  hospitals,  particularly  to  sole 
community  hospitals.  Small  rural  hospitals  have  been  helped  much 
more  than  large  hospitals  in  any  location,  while  urban  hospitals 
with  fewer  than  100  beds  have  fared  worse  than  most  groups.  Simi- 
larly, major  teaching  hospitals  received  relatively  little  benefit 
from  payment  policy  changes. 

The  Medicare  case-mix  index  (CMI)  reflects  the  mix  of  each  hos- 
pital's cases  across  DRGs.  Because  hospitals  are  paid  on  this  basis, 
an  increase  in  the  CMI  results  in  a  proportional  increase  in  PPS 
payments.  CMI  changes  have,  in  some  instances,  partially  offset 
the  intended  effects  of  policy  decisions.  For  example,  with  case  mix 
change  included,  payments  for  urban  hospitals  grew  almost  as  fast 
as  payments  for  rural  hospitals.  Payments  to  major  teaching  hospi- 
tals grew  faster  than  those  to  non-teaching  hospitals,  also  due  to 
CMI  change. 

Additional  hospital  data 

Table  16  displays  summary  characteristics  of  hospitals  participat- 
ing in  the  Medicare  program.  These  data  are  derived  from  PPS 
payment  simulations  by  the  Congressional  Budget  Office. 
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TABLE  8.— ESTIMATED  INCURRED  PPS  PAYMENTS  TO  HOSPITALS,  BY  PAYMENT  TYPE, 

FISCAL  YEARS  1991-97 

[In  billions] 


Payment  type  1991      1992      1993      1994      1995      1996  1997 


Gross  PPS  payments  $52.0  $54.9  $58.9  $64.2  $69.9  $75.6  $81.5 

Indirect  teaching                 2.9  3.1  3.3  3.6  3.9  4.2  4.6 

Disproportionate  share            2.1  2.2  2.4  2.6  2.8  3.0  3.3 

Outlier  1                         2.3  2.4  2.6  2.8  3.0  3.3  3.6 

Less  copayments                (5.5)  (5.8)  (6.2)  (6.7)  (7.2)  (7.8)  (8.4) 

Net  payment  from  Medicare      46.5  49.1  52.7  57.5  62.7  67.8  73.0 


1  Outlier  payments  due  to  the  indirect  medical  education  adjustment  are  included  in  the  indirect  teaching 
payments;  outlier  payments  due  to  the  disproportionate  share  adjustment  are  included  in  the  disproportionate 
share  payments. 

Source:  Congressional  Budget  Office. 


TABLE  9.— PERCENT  CHANGE  IN  PPS  OPERATING  COSTS,  PAYMENTS,  AND  DISCHARGES 

FIRST  6  YEARS  OF  PPS 


Year 1 

Operating 
costs 

Payments 

Cases 

Operating 
costs  per 
discharge 

Payments 

per 
discharge 

Market 
basket 

Update 
factor 

PPS1 

-4.6 

11.0 

-6.3 

1.9 

18.5 

4.9 

4.7 

PPS2 

4.2 

4.0 

5.7 

10.4 

10.3 

4.0 

4.5 

PPS3 

5.8 

-0.5 

-3.6 

9.7 

3.2 

4.3 

.5 

PPS4  

7.4 

3.5 

-1.4 

9.0 

5.0 

3.7 

1.2 

PPS5 

m 

6.7 

1.2 

10.6 

5.4 

4.7 

1.5 

PPS6 

10.8 

6.8 

1.1 

9.7 

5.7 

5.4 

3.3 

Cumulative  effect: 

PPS1  

1.9 

18.5 

4.9 

4.7 

PPS2  

12.5 

30.7 

9.1 

9.4 

PPS3 

23.4 

34.9 

13.8 

10.0 

PPS4 

34.5 

41.6 

18.0 

11.3 

PPS5  

48.8 

49.3 

23.5 

12.9 

PPS6  

63.2 

57.8 

30.2 

16.7 

1  Data  on  costs,  payments  and  cases  are  for  hospital  accounting  years  beginning  during  each  Federal  fiscal 
year.  Data  on  the  market  basket  and  update  factor  are  from  the  corresponding  Federal  fiscal  year  (1984  for 
PPS1,  etc.). 

Note— Hospitals  in  Maryland,  Massachusetts,  New  Jersey,  and  New  York  excluded  from  PPS1  and  PPS2. 
Hospitals  in  Maryland  and  New  Jersey  also  excluded  from  PPS3  through  PPS5.  Data  based  on  cohorts  of 
hospitals  with  cost  reports  available  in  each  2  successive  years. 

Source:  ProPAC  analysis  of  Medicare  cost  report  data  from  the  Health  Care  Financing  Administration. 
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CHART  1.— CUMULATIVE  PPS  COST  AND  PAYMENT  TRENDS,  FIRST  6  YEARS 


70.0 


Change 
(Cumulative) 


J  -1  1  1  1  1  1 

PPS1  PPS2  PPS3  PPS4  PPS5  PPS6 


Year 


TABLE  10.-PPS  OPERATING  MARGINS,  BY  HOSPITAL  GROUP,  FIRST  6  YEARS  OF  PPS 

[In  percent] 


Hospital  group  PPS  1     PPS  2     PPS  3     PPS  4     PPS  5     PPS  6 


All  hospitals   14.5  14.4  9.9  6.7  2.0  -1.4 

Urban   15.8  15.4  11.0  7.7  2.6  -.7 

Rural   8.4  8.9  3.3  .8  -1.7  -5.1 

Large  urban   16.4  15.4  11.2  7.7  2.0  -.6 

Other  urban   15.0  15.4  10.7  7.8  3.3  -.9 

Rural  referral   9.7  13.5  8,1  4.7  1.4  -2.9 

Sole  community   8.5  6.7  1.8  -0.4  -4.2  -8.2 

Other  rural   7.7  6.5  0.4  -1.7  -3.5  -6.0 

Major  teaching   19.4  21.1  16.6  14.2  9.3  6.7 

Other  teaching   16.3  16.0  11.7  8.2  3.4  0.6 

Non-teaching   12.1  11.4  6.4  3.2  -1.2  -5.1 

Disproportionate  share: 

Large  urban   17.0  15.9  13.1  10.8  6.6  3.8 

Other  urban   15.2  15.9  12.1  9.6  5.6  1.4 

Rural   9.9  10.7  4.5  3.2  .6  -1.2 

Non-disproportionate  share   13.8  13.6  8.2  4.3  -.9  -4.1 

Payment  adjustments: 

IME  and  DSH   17.1  17.4  14.1  11.7  7.7  4.5 

IMEonly   16.9  17.2  11.8  7.6  1.7  -.7 

DSH  only   13.1  12.3  8.4  6.2  2.1  -1.6 

No  IME  or  DSH   11.8  11.1  5.6  1.9  -2.6  -6.6 
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TABLE  10.— PPS  OPERATING  MARGINS,  BY  HOSPITAL  GROUP,  FIRST  6  YEARS  OF  PPS— 

Continued 

[In  percent] 

Hospital  group  PPS  1     PPS  2     PPS  3     PPS  4     PPS  5     PPS  6 

Urban  <  100  beds   13.2  12.7  6.4  3.1  -2.3  -6.3 

Urban  100-199  beds   14.4  12.8  8.1  5.3  .5  -3.5 

Urban  200-299  beds   15.2  14.3  9.7  6.1  1.0  -2.1 

Urban  300-399  beds   15.5  14.6  10.9  7.3  2.4  -1.5 

Urban  400-499  beds   15.9  17.3  13.4  9.6  5.0  1.5 

Urban  500 + beds   18.3  18.5  13.6  10.8  5.3  2.7 

Rural  <50  beds   6.4  5.2  -1.0  -1.4  -1.9  -3.5 

Rural  50-99  beds   8.7  7.7  1.9  -0.5  -2.9  -5.2 

Rural  100-149  beds   8.6  7.2  2.5  0.2  -2.7  -5.4 

Rural  150-199  beds   8.5  9.8  4.6  2.1  .3  -5.8 

Rural  200  + beds   9.6  13.9  7.4  3.4  -.8  -5.2 

Voluntary   15.0  15.0  1.6  7.4  2.5  -0.7 

Proprietary   14.1  12.7  7.9  4.3  -1.5  -5.8 

Urban  government   15.1  14.8  10.2  8.1  4.9  1.1 

Rural  government   7.0  6.3  .6  -1.9  -3.0  -5.3 

Notes— Data  for  each  PPS  year  (PPS  1,  PPS  2,  etc.)  correspond  to  each  hospital's  cost  reporting  period 
beginning  in  that  year.  For  instance,  the  PPS  1  year  includes  data  from  each  hospital's  cost  report  beginning 
during  the  first  year  of  PPS  (Federal  fiscal  year  1984).  Excludes  hospitals  in  Maryland;  includes  hospitals  in 
Massachusetts  and  New  York,  beginning  with  PPS  3;  and  includes  hospitals  in  New  Jersey,  beginning  with  PPS 

6. 

IME  =  Indirect  medical  education  payments. 
DSH  =  Disproportionate  share  payments. 

Source:  ProPAC  analysis  of  Medicare  Cost  Report  data  from  the  Health  Care  Financing  Administration. 

TABLE  11.— DISTRIBUTION  OF  PPS  OPERATING  MARGINS,  AND  PERCENTAGE  OF  HOSPITALS 
WITH  NEGATIVE  MARGINS,  FIRST  6  YEARS  OF  PPS 


Percentile 

PPS  1 

PPS  2 

PPS  3 

PPS  4 

PPS  5 

PPS  6 

10th  

-6.7 

-8.4 

-14.7 

-18.2 

-25.7 

-29.3 

25th  

3.4 

2.2 

-3.3 

-6.6 

-10.9 

-15.0 

Median  

11.2 

10.7 

5.7 

3.5 

.0 

-3.2 

75th  

17.7 

17.9 

13.4 

11.7 

9.7 

7.1 

90th  

23.1 

24.0 

19.5 

18.7 

18.0 

15.6 

Percentage  of  hospitals  with  negative 

57.2 

PPS  operating  margins  

18.3 

20.1 

32.8 

40.4 

50.1 

Note— Data  for  each  PPS  year  (PPS  1,  PPS  2,  etc.)  correspond  to  each  hospital's  cost  reporting  period 
beginning  in  that  year.  For  instance,  the  PPS  1  year  includes  data  from  each  hospital's  cost  report  beginning 
during  the  first  year  of  PPS  (Federal  fiscal  year  1984).  Excludes  hospitals  in  Maryland;  includes  hospitals  in 
Massachusetts  and  New  York,  beginning  with  PPS  3;  and  includes  hospitals  in  New  Jersey,  beginning  with  PPS 

6. 

Source:  ProPAC  analysis  of  Medicare  Cost  Report  data  from  the  Health  Care  Financing  Administration. 
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TABLE  13.— DISTRIBUTION  OF  ESTIMATED  FISCAL  YEAR  1991  PPS  PAYMENTS,  BY 
PAYMENT  TYPE  AND  HOSPITAL  GROUP 

[In  percent] 


PPS  Payments 

Hospital  group   

Basic  DRG         IME  DSH  Outlier 


All  hospitals   84.7  5.5  4.1  5.6 

Urban  .  82.9  6.3  4.7  6.2 

Rural   96.2  .7  .8  2.3 

Large  urban   80.5  7.7  5.1  6.8 

Other  urban   85.9  4.5  4.1  5.5 

Rural  referral   93.5  1.8  1.2  3.6 

Sole  community   98.6  .0  .6  .8 

Other  rural   97.6  .1  .6  1.7 

Major  teaching   61.5  20.9  8.8  8.8 

Other  teaching   83.9  5.9  4.0  6.2 

Non-teaching   93.2  ,0  2.7  4.2 

Disproportionate  share: 

Large  urban   70.4  10.6  11.1  7.9 

Other  urban   80.2  6.0  7.9  6.0 

Rural....   90.8  1.2  5.2  2.8 

Non-disproportionate  share   91.7  3.5  .0  4.8 

Payment  adjustments: 

IME  and  DSH   70.5  12.0  9.7  7.8 

IME  only   85.9  8.2  .0  5.9 

DSH  only   86.8  .0  8.6  4.7 

No  IME  or  DSH   96.1  .0  .0  3.9 

Urban  <  100  beds   94.8  .7  1.0  3.4 

Urban  100-199  beds   88.8  1.8  5.1  4.3 

Urban  200-299  beds   87.2  3.2  4.3  5.4 

Urban  300-399  beds   84.1  5.1  4.8  6.0 

Urban  400-499  beds   80.7  7.7  4.6  7.0 

Urban  500+  beds   73.9  12.6  5.4  8.2 

Rural  < 50  beds   98.7  (*)  .5  .8 

Rural  50-99  beds   98.0  .5  .4  1.2 

Rural  100-149  beds   96.9  .2  .9  2.0 

Rural  150-199  beds   95.6  .5  1.1  2.7 

Rural  200+  beds   92.7  1.8  1.2  4.2 

New  England   81.1  9.1  2.1  7.7 

Middle  Atlantic   77.2  8.7  5.3  8.8 

South  Atlantic   86.5  3.8  4.1  5.6 

East  North  Central   86.3  6.6  2.7  4.3 

East  South  Central   88.3  2.7  4.9  4.1 


51-564   0—92  13 
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TABLE  13. — DISTRIBUTION  OF  ESTIMATED  FISCAL  YEAR  1991  PPS  PAYMENTS,  BY 
PAYMENT  TYPE  AND  HOSPITAL  GROUP— Continued 

[In  percent] 


Hospital  group 


PPS  Payments 


Basic  DRG 

IME 

DSH 

Outlier 

89.5 

5.0 

2.0 

3.5 

87.2 

2.9 

4.9 

5.0 

90.3 

3.7 

1.7 

4.3 

85.4 

3.9 

6.0 

4.7 

84.8 

5.8 

3.6 

5.8 

91.0 

.9 

3.6 

4.5 

73.3 

10.2 

9.8 

6.7 

96.5 

.5 

1.1 

1.9 

West  North  Central  

West  South  Central  

Mountain  

Pacific  

Voluntary  

Proprietary  

Urban  government  

Rural  government  

1  Less  than  0.1  percent. 

IME = Indirect  medical  education  payments. 

DHS= Disproportionate  share  payments. 

Notes— PPS  payments  estimated  using  PPS  rules  in  effect  as  of  January  1,  1991.  Excludes  hospitals  in 
Maryland.  Columns  may  not  add  to  100  due  to  rounding. 

Source:  ProPAC  estimates  based  on  ProPAC  PPS  payment  model  and  fiscal  year  1989  MedPAR  file  data  from 
the  Health  Care  Financing  Administration. 

TABLE  14.— MEDICARE  PASS-THROUGH  PAYMENTS  AS  A  PERCENTAGE  OF  TOTAL  MEDICARE 
INPATIENT  HOSPITAL  PAYMENTS  IN  THE  SIXTH  YEAR  OF  PPS,  BY  HOSPITAL  GROUP 

[In  percent] 


Hospital  group 


Capital 
payments 


Direct  medical 
education 
payments 


Combined  total 


All  hospitals  

Urban  

Rural  

Large  urban  

Other  urban  

Rural  referral  

Sole  community  

Other  rural  

Major  teaching  

Other  teaching  

Non-teaching  

Disproportionate  share: 

Large  urban  

Other  urban  

Rural  


9.6 

2.8 

12.4 

9.6 

3.2 

12.8 

9.8 

.5 

10.3 

9.6 

4.0 

13.6 

9.6 

2.3 

11.9 

9.7 

1.0 

10.7 

10.3 

.2 

10.5 

9.9 

.1 

10.0 

7.6 

9.8 

17.4 

9.0 

3.7 

12.7 

10.7 

.2 

10.9 

9.2 

5.8 

15.0 

9.5 

2.8 

12.2 

10.0 

.9 

10.9 
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TABLE  14.— MEDICARE  PASS-THROUGH  PAYMENTS  AS  A  PERCENTAGE  OF  TOTAL  MEDICARE 
INPATIENT  HOSPITAL  PAYMENTS  IN  THE  SIXTH  YEAR  OF  PPS,  BY  HOSPITAL  GROUP— 
Continued 

[In  percent] 

r  jt  |        Direct  medical 
Hospital  group  nlJmon*.         education       Combined  total 


™mn[s  payments 


Non-disproportionate  share  

9.8 

1.9 

10 

Payment  adjustments: 

IME  and  DSH  

  8.6 

6.1 

14.7 

ni«r  i. . 

IME  only  

  8.7 

4.3 

12.9 

r\oi  i  i. . 

DSH  only  

  10.9 

.2 

11.1 

No  IME  or  DSH  

10.6 

.2 

10.8 

H,L„n      .inn  l . j„ 

Urban  <100  beds  

1  O  A 

  10.4 

.4 

in  n 

10.8 

Ilrknn    1  f\(\     100  WnA* 

Urban  lou— lyy  beds  

  11.4 

o 
.0 

10  0 

11.5 

Ilrknn   000     000  kn/Jrx 

Urban  zuiwyy  beds  

10  0 

  l\J.l 

i  n 

1.9 

10  1 

Urban  300-399  beds  

9.4 

2.9 

12.3 

Urban  400-499  beds  

8.6 

3.8 

12.4 

Urban  500+  beds  

8.5 

6.4 

14.9 

Rural  <50  beds  

8.5 

.0 

8.5 

Rural  50-99  beds  

9.9 

.2 

10.1 

Rural  100-149  beds  

10.6 

.2 

10.8 

Rural  150-199  beds  

10.8 

.4 

11.1 

Rural  200  +  beds  

9.4 

1.2 

10.6 

Voluntary  .  

9.3 

3.2 

12.5 

Proprietary  

12.8 

.4 

13.2 

Urban  government  

8.0 

4.2 

12.2 

Rural  government  

9.0 

.4 

9.4 

Notes— Total  pass-through  payments  also  include  organ  acquisition  payments  and  other  Medicare  inpatient 
hospital  payments  not  paid  under  PPS.  Only  capital  and  direct  medical  education  payments  are  included  in  this 
table.  Excludes  hospitals  in  Maryland. 

IME = Indirect  medical  education  payments. 

DSH  =  Disproportionate  share  payments. 

Source:  ProPAC  analysis  of  Medicare  Cost  Report  data  from  the  Health  Care  Financing  Administration. 
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TABLE  18.— COMPARISON  OF  INCREASES  IN  HOSPITAL  MARKET  BASKET,  PPS  UPDATES, 
AND  PPS  PAYMENTS  PER  CASE,  FISCAL  YEARS  1984-1992 

[In  percent] 


Increase  in  Increase  in  PPS 

Fiscal  year  hospital  market     Actual  update      payments  per 

basket  1  case  2 


1984                                                  4.9  4.7  18.5 

1985                                                  4.0  4.5  10.3 

1986                                                  4.3  .5  3.2 

1987                                                  3.7  1.2  5.0 

1988                                                  4.7  1.5  5.4 

Large  urban   1.5  

Other  urban   1.0  

Rural   3.0  

1989                                                  5.4  3.3  5.7 

Large  urban   3.4  

Other  urban   2.9  

Rural   3.9  

1990                                                  5.5  4  4.7  7.0 

Large  urban 3   4  4.4  

Other  urban 5   4  3.7  

Rural   4  8.4  

1991                                                  5.3  3.4  6.2 

Large  urban   3.2  

Other  urban   3.2  

Rural   4.5  

1992                                                  4.4  3.0  5.5 

Large  urban   2.8  

Other  urban   2.8  

Rural   3.8  


1  Based  on  data  available  when  final  PPS  rule  was  issued. 

2  Increases  for  1984  through  1989  based  on  data  from  Medicare  Cost  Reports,  which  correspond  to  hospital 
cost  reporting  periods,  rather  than  Federal  fiscal  years.  Increases  for  1990  through  1992  based  on  PPS  update 
and  estimated  case-mix  index  increase. 

3  Large  urban  =  metropolitan  areas  with  populations  of  one  million  or  more. 

4  Actual  updates  for  fiscal  year  1990  adjusted  to  reflect  1.22  percent  across-the-board  reduction  in  DRG 

weights. 

5  Other  urban  =  metropolitan  areas  with  populations  of  less  than  one  million. 
Source:  ProPAC. 


Highlights  of  Legislation  and  Regulations  Affecting  the 
Prospective  Payment  System 

Medicare's  Prospective  Payment  System  (PPS)  for  hospitals  has 
evolved  through  legislation  and  regulation.  The  original  authoriz- 
ing legislation,  the  Social  Security  Amendments  of  1983  (P.L.  98- 
21),  was  first  implemented  by  interim  final  rules  issued  by  the  De- 
partment of  Health  and  Human  Services  on  September  1,  1983  (48 
FR  39752),  and  final  rules  issued  on  January  3,  1984  (49  FR  234). 
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The  Deficit  Reduction  Act  of  1984  (P.L.  98-369)  made  certain 
changes  to  PPS.  These  changes  were  incorporated  into  final  rules 
issued  by  the  Department  on  August  31,  1984  (49  FR  34728). 

The  Department  issued  final  rules  on  September  3,  1985  (50  FR 
35645)  making  certain  changes  to  PPS  and  freezing  the  PPS  pay- 
ment rates  for  fiscal  year  1986.  However,  none  of  the  payment  fea- 
tures of  these  final  rules  became  effective. 

The  payment  features  the  Department  would  have  applied  to 
fiscal  year  1986  could  not  be  implemented  because  the  Emergency 
Extension  Act  of  1985  (P.L.  99-107,  as  amended  by  P.L.  99-201)  ex- 
tended the  payment  provisions  that  were  in  effect  on  September  30, 
1985  (the  final  day  of  fiscal  year  1985),  through  March  14,  1986. 
The  fiscal  year  1985  payment  provisions  were  extended  again, 
through  April  30,  1986,  by  Public  Law  99-272.  The  extension  of  the 
fiscal  year  1985  payment  provisions  into  fiscal  year  1986  had  many 
effects,  including  a  delay  in  the  PPS  transition  schedule. 

The  Budget  and  Emergency  Deficit  Control  Act  of  1985  (P.L,  99- 
177,  known  as  the  Gramm-Rudman-Hollings  Act)  reduced  Medicare 
payments  to  hospitals  in  fiscal  year  1986. 

Two  reconciliation  bills  in  the  99th  Congress  changed  a  number 
of  PPS  provisions.  The  Consolidated  Omnibus  Budget  Reconcilia- 
tion Act  of  1985  (P.L.  99-272,  known  as  COBRA)  was  implemented 
by  an  interim  final  rule  on  May  6,  1986  (51  FR  16771),  and  a  final 
rule  on  September  3,  1986  (51  FR  31453).  The  Omnibus  Budget  Rec- 
onciliation Act  of  1986  (P.L.  99-509)  was  accompanied  by  a  final 
rule  on  November  24,  1986  (51  FR  42229). 

Several  features  of  the  PPS,  including  the  calculation  of  the 
wage  index,  the  inclusion  of  hospitals  in  Puerto  Rico  and  alcohol 
and  drug  abuse  hospitals  and  distinct  part  units  in  the  PPS,  were 
altered  by  a  final  regulation  published  on  September  1,  1987  (52  FR 
33034).  Changes  in  hospital  payments  required  by  Public  Law  100- 
119  were  implemented  by  a  final  regulation  published  on  October 
23,  1987  (52  FR  39637).  A  notice  implementing  the  provisions  of 
Public  Law  100-203  (OBRA  1987)  was  issued  April  5,  1988  (53  FR 
11134).  Regulations  issued  September  30,  1988  (53  FR  38476),  estab- 
lished payment  rates  for  fiscal  year  1989  and  made  various  changes 
in  PPS  rules,  especially  the  treatment  of  outlier  cases. 

Public  laws  100-360,  100-485,  and  100-647  made  minor  and  tech- 
nical changes  to  PPS  provisions,  especially  those  contained  in 
OBRA  1987.  Public  Law  101-239,  along  with  regulations  issued  Sep- 
tember 1,  1989  (54  FR  36452)  and  December  29,  1989  (54  FR  53753), 
made  additional  changes  to  PPS  rules.  The  Continuing  Resolution 
of  October  1,  1990,  Public  Law  101-403,  extended  the  regional  floor 
and  provided  for  PPS  payments  through  October  20,  1990.  Public 
Law  101-508,  OBRA  1990,  provides  a  5-year  deficit  reduction  plan 
which  would  reduce  total  Medicare  outlays  by  $43.1  billion  between 
fiscal  year  1991  and  1995.  These  provisions,  along  with  regulations 
issued  September  4,  1990  (55  FR  35990),  January  7,  1991  (56  FR 
562),  and  August  30,  1991  (56  FR  43196)  made  further  changes  in 
PPS  rules. 

Legislation  and  regulations  which  changed  selected  features  of 
the  prospective  payment  system  are  highlighted  as  follows: 
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Increases  in  Medicare  payments  to  hospitals 

Public  Law  98-21  and  49  FR  234:  Provides  that  the  Medicare 
DRG  payment  rates  for  fiscal  years  1984  and  1985  would  be  in- 
creased annually  by  the  increase  in  the  hospital  market  basket 
plus  1  percentage  point,  subject  to  a  budget  neutrality  requirement 
which  provides  that  Medicare  payments  in  those  2  years  must 
equal  what  would  have  been  spent  if  PPS  had  not  been  put  in 
place.  Provides  that  the  Secretary  would  determine  the  rate  of  in- 
crease for  fiscal  year  1986  and  thereafter,  taking  into  account  the 
recommendations  of  the  Prospective  Payment  Assessment  Commis- 
sion. 

Public  Law  98-369  and  49  FR  34728:  Changes  the  annual  in- 
crease in  the  DRG  payment  rates  for  fiscal  year  1985  to  the  in- 
crease in  the  market  basket  plus  0.25  percentage  point,  subject  to 
budget  neutrality.  Limited  the  rate  of  increase  to  be  determined  by 
the  Secretary  for  fiscal  year  1986  to  the  rate  of  increase  in  the 
market  basket  plus  0.25  percentage  point. 

50  FR  35645:  The  Secretary  promulgated  a  zero  rate  of  increase 
in  the  DRG  payment  rates  for  fiscal  year  1986. 

Public  Law  99-107:  Provided  that  the  payment  rates  in  effect  on 
September  30,  1985,  would  remain  in  effect  until  November  14, 
1985.  Public  Laws  99-155,  99-181,  99-189  and  99-201  extended  this 
requirement  through  March  14,  1986.  (The  freeze  was  extended 
through  April  30,  1986,  by  P.L.  99-272.) 

Public  Law  99-177:  Reduced  fiscal  year  1986  Medicare  payments 
to  hospitals  by  1  percent  beginning  March  1,  1986. 

Public  Law  99-272,  51  FR  16771,  and  51  FR  31453:  Provided  that 
the  fiscal  year  1986  PPS  payment  rates  would  be  frozen  at  fiscal 
year  1985  levels  until  May  1,  1986,  and  would  be  increased  Vfe  per- 
cent for  the  remainder  of  the  year. 

Public  Law  99-509  and  51  FR  42229:  Increased  the  payment 
rates  for  PPS  hospitals  by  1.15  percent  in  fiscal  year  1987  and  by 
the  hospital  market  basket  minus  2  percentage  points  in  fiscal  year 
1988 

Public  Law  100-119,  52  FR  39637:  Provided  an  update  of  zero 
percent  for  the  period  from  October  1,  1987,  to  November  20,  1987. 
The  final  sequester  order  pursuant  to  this  legislation  reduced  all 
Medicare  payments  to  hospitals  by  2.324  percent  beginning  on  No- 
vember 21,  1987.  The  update  of  2.7  percent  mandated  by  Public 
Law  99-509  (52  FR  33034)  also  went  into  effect  on  November  21, 
1987. 

Public  Law  100-203,  53  FR  11134,  53  FR  38476:  required  that  the 
sequestration  reduction  mandated  by  Public  Law  100-119  continue 
through  March  31,  1988.  Beginning  on  April  1,  1988,  instead  of  the 
2.7  percent  update  provided  by  Public  Law  99-509,  the  PPS  pay- 
ment rates  are  increased  by  3  percent  for  hospitals  located  in  a 
rural  area,  by  1.5  percent  for  hospitals  located  in  an  urban  area 
with  a  total  population  of  more  than  1  million  persons  (large  urban 
areas),  and  by  1  percent  for  hospitals  located  in  other  urban  areas. 
For  fiscal  year  1989,  the  update  is  equal  to  the  increase  in  the 
market  basket  index  minus  1.5  percentage  points  for  hospitals  lo- 
cated in  a  rural  area,  minus  2  percentage  points  for  hospitals  locat- 
ed in  a  large  urban  area,  and  minus  2.5  percentage  points  for  hos- 
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pitals  located  in  other  urban  areas.  The  market  basket  increase  for 
1989  was  forecast  at  5.4  percent,  resulting  in  the  following  rate  in- 
creases: rural,  3.9  percent;  large  urban,  3.4  percent;  other  urban  2.9 
percent 

Public  Law  101-239  and  54  FR  53753:  Sets  the  following  update 
factors  for  fiscal  year  1990  for  discharges  occurring  on  or  after  Jan- 
uary 1,  1990:  for  hospitals  located  in  large  urban  areas,  the  market 
basket  minus  0.12  percentage  points;  for  hospitals  in  other  urban 
areas,  the  market  basket  minus  0.53  percentage  points;  and  for  hos- 
pitals in  rural  areas,  the  market  basket  plus  4.22  percentage 
points.  In  addition,  OBRA  1989  included  a  DRG  weighting  factor 
reduction  of  1.22  percent  for  discharges  in  fiscal  year  1990,  that  ef- 
fectively reduces  PPS  payments  by  1.22  percent.  The  net  effect  of 
this  reduction  produces  the  following  actual  fiscal  year  1990  update 
factors  for  hospitals  in  large  urban,  other  urban,  and  rural  areas: 
market  basket  minus  1.1  percentage  points;  market  basket  minus 
1.75  percentage  points;  and  the  market  basket  plus  3.0  percentage 
points,  respectively.  For  fiscal  year  1990,  the  market  basket  in- 
crease is  estimated  to  be  5.5  percent,  providing  the  following  final 
update  factors  for  fiscal  year  1990:  4.4  percent  for  large  urban  hos- 
pitals, 3.75  percent  for  other  urban  hospitals,  and  8.5  percent  for 
rural  hospitals. 

Public  Law  101-403:  Extended  the  regional  floor  through  October 
20,  1990,  on  a  budget  neutral  basis. 

Public  Law  101-508  and  56  FR  562:  Provides  for  a  freeze  in  hos- 
pital payments  at  fiscal  year  1990  levels  for  the  period  from  Octo- 
ber 21,  1990  through  December  31,  1990,  deeming  the  market 
basket  increase  applicable  to  PPS  payments  to  be  equal  to  zero  for 
this  period.  Includes  a  phase-out  of  the  payment  differential  be- 
tween other  urban  and  rural  hospitals,  through  the  use  of  separate 
update  factors  for  other  urban  and  rural  hospitals  designed  to 
eliminate  the  differences  between  other  urban  and  rural  standard- 
ized amounts  by  fiscal  year  1995.  Set  separate  update  factors  for 
hospitals  located  in  large  and  other  urban  areas,  and  for  hospitals 
located  in  rural  areas.  For  large  and  other  urban  hospitals,  the  fol- 
lowing update  factors  are:  for  fiscal  year  1991,  for  discharges  occur- 
ring on  or  after  January  1,  1991,  the  market  basket  increase  (MBI) 
minus  2.0  percentage  points;  for  fiscal  year  1992,  the  MBI  minus 
1.6  percentage  points;  for  fiscal  year  1993,  the  MBI  minus  1.55  per- 
centage points;  and  for  fiscal  years  1994-95,  the  full  MBI.  The 
update  factors  for  rural  hospitals  are:  for  fiscal  year  1991,  for  dis- 
charges occurring  on  or  after  January  1,  1991,  the  MBI  minus  0.7 
percentage  points;  for  fiscal  year  1992,  the  MBI  minus  0.6  percent- 
age points;  for  fiscal  year  1993,  the  MBI  minus  0.55  percentage 
points;  for  fiscal  year  1994,  the  MBI  plus  1.5  percentage  points; 
and,  for  fiscal  year  1995,  the  amount  necessary  to  provide  rural 
hospitals  with  an  average  standardized  amount  equal  to  that  of 
other  urban  hospitals. 

Wage  index 

Public  Law  98-21:  Provided  that  the  Federal  portion  of  the  DRG 
rates  be  adjusted  by  a  wage  index  to  reflect  the  hospital  wage  level 
in  an  individual  hospital's  geographic  area  relative  to  the  national 
average  hospital  wage  level. 
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49  FR  234:  The  Department  indicated  it  would  use  employment 
data  from  the  Bureau  of  Labor  Statistics  (BLS)  to  develop  the  wage 
index.  While  acknowledging  the  limitations  of  the  BLS  data  (in- 
cluding lack  of  information  about  part  time  employment),  the  De- 
partment stated  that  BLS  data  are  the  best  presently  available  for 
the  development  of  the  wage  index. 

Public  Law  98-369:  Required  the  Secretary,  in  consultation  with 
the  Secretary  of  Labor,  to  conduct  a  study  to  develop  an  appropri- 
ate wage  index,  taking  into  account  wage  differences  of  full-time 
and  part-time  employees.  The  results  of  the  study  were  to  be  re- 
ported to  Congress  by  August  18,  1984.  If  any  changes  are  made  to 
the  wage  index  as  a  result  of  this  study,  the  Secretary  is  required 
to  make  retroactive  adjustments  to  the  payment  amounts  for  hospi- 
tal cost  reporting  periods  beginning  on  or  after  October  1,  1983.  Re- 
quired the  Secretary  to  study  and  report  to  Congress  proposed  cri- 
teria to  be  used  to  modify  a  hospital's  wage  adjustment  if  the  hospi- 
tal can  demonstrate  that  the  wage  index  does  not  accurately  reflect 
wage  levels  in  the  labor  market  serving  the  hospital. 

49  FR  34728:  The  Department  indicated  that  it  surveyed  the  hos- 
pitals subject  to  PPS  to  obtain  wage  and  employment  data  which 
could  be  used  to  develop  an  improved  wage  index.  However,  the 
data  obtained  had  too  many  errors  to  develop  a  reliable  wage  index 
in  time  for  the  publication  of  the  August  1984  rules.  The  Depart- 
ment is  planning  to  use  these  data,  once  they  are  determined  to  be 
accurate  and  reasonably  complete,  to  conduct  the  mandated  study 
and  to  construct  a  revised  wage  index.  The  Department  indicated 
that  any  revised  wage  index  will  be  retroactive  to  October  1,  1983, 
as  mandated  by  law.  The  Department  indicated  that  it  does  not 
intend  to  address  the  development  of  adjustment  criteria  in  the 
near  future. 

50  FR  35645:  The  Department  promulgated  final  regulations  to 
implement  the  survey-based  gross  wage  index  retroactive  to  Octo- 
ber 1,  1983.  The  survey-based  wage  index  used  to  determine  the 
amount  of  a  hospital's  underpayment  or  overpayment  would  be 
based  on  the  recognized  urban /rural  definition  in  effect  for  the 
entire  Federal  fiscal  year  for  which  the  payment  adjustment  deter- 
mination is  being  made.  The  payment  adjustments  will  be  spread 
out  over  the  course  of  one  year,  rather  than  requiring  lump-sum 
payments  to  minimize  the  negative  impact  on  overpaid  hospitals. 

Public  Law  99-107:  Provided  that  Medicare  hospital  payment 
amounts  would  be  determined  on  the  same  basis  as  they  were  on 
September  30,  1985.  Public  Laws  99-155,  99-181,  99-189  and  99-201 
extended  this  requirement  through  March  14,  1986.  This  means 
that  there  can  be  no  change  in  the  wage  index  until  after  this  date. 
(This  was  extended  through  April  30,  1986,  by  P.L.  99-272.) 

Public  Law  99-272:  Mandated  that  the  gross  wage  index  be  used 
beginning  on  May  1,  1986.  Also  eliminated  the  requirement  for  ret- 
roactive adjustment  of  hospital  payments. 

52  FR  33039:  Changed  the  method  of  calculating  the  national  av- 
erage wage  level,  and  updated  the  wage  index  data.  The  national 
average  wage  level  is  now  calculated  by  dividing  national  aggre- 
gate wages  and  salaries  by  the  national  aggregate  number  of  paid 
hours  of  hospital  employment.  The  Secretary  also  used  new  data; 
wages  and  salaries  and  paid  hours  of  employment  for  hospital  cost 
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reporting  periods  beginning  during  fiscal  year  1984  (the  first  year 
of  the  PPS).  However,  in  order  to  avoid  large  changes  in  index 
values  for  individual  areas,  the  Secretary  adopted  a  blended  wage 
index,  which  is  calculated  by  adding  together  the  1982  and  the  1984 
index  values  for  each  area  and  dividing  the  resulting  sum  by  2. 
Wage  index  values  for  urban  and  rural  labor  market  areas  located 
in  Puerto  Rico  are  based  solely  on  1984  data.  The  new  index  took 
effect  for  discharges  occurring  on  or  after  October  1,  1987. 

Public  Law  100-203:  Requires  the  Secretary  to  update  the  wage 
index  by  October  1,  1990,  and  at  least  every  3  years  thereafter.  Up- 
dates are  to  be  based  on  a  periodic  survey  of  the  wages  and  wage 
related  costs  of  PPS  hospitals.  To  the  extent  feasible,  the  survey 
must  be  designed  to  measure  earnings  and  hours  of  paid  employ- 
ment by  occupational  category,  and  to  permit  exclusion  of  the 
wages  and  wage  related  costs  hospitals  incur  in  providing  skilled 
nursing  facility  services. 

53  FR  38476:  Continued  use  of  the  wage  index  based  on  a  blend 
of  1982  and  1984  data.  The  new  index  also  took  account  of  certain 
legislative  changes,  such  as  the  redesignation  of  certain  rural  coun- 
ties as  urban. 

Public  Law  100-647:  Required  adjustments  in  the  wage  index  to 
ensure  that,  for  discharges  during  fiscal  years  1990  and  1991,  no 
other  area  suffers  a  reduced  wage  index  because  of  the  shifting  of 
one  of  these  counties.  The  Secretary  is  required  to  report  to  Con- 
gress by  January  1989  on  possible  ways  of  reducing  the  adverse 
impact  on  wage  index  values  during  fiscal  year  1989. 

54  FR  36452:  Changed  the  method  of  calculating  the  wage  index 
from  the  blended  wage  index  based  on  1982  and  1984  wage  data  to 
an  index  based  solely  on  1984  wage  data  for  discharges  occurring  in 
fiscal  year  1990. 

Public  Law  101-239:  Requires  the  Secretary  to  update  the  area 
wage  index  annually  in  a  budget  neutral  manner,  beginning  in 
fiscal  year  1993. 

55  FR  35990:  Changed  the  method  of  calculating  the  wage  index 
to  one  basing  the  index  on  1988  wage  survey  data,  but  included 
temporary  protections  for  hospitals  most  severely  affected  by  a 
shift  from  the  1984  to  the  1988  survey  data. 

Public  Law  101-403:  Extended  the  use  of  the  wage  index  in  effect 
on  September  30,  1990  for  discharges  occurring  on  or  after  October 
1,  1990  through  October  20,  1990. 

Public  Law  101-508  and  56  FR  562:  Extends  the  use  of  the  wage 
index  in  effect  on  September  30,  1990  for  discharges  occurring  on 
or  after  October  21,  1990  through  December  31,  1990.  Requires  the 
use  of  a  wage  index  based  solely  on  the  1988  wage  survey,  for  dis- 
charges occurring  on  or  after  January  1,  1991  and  before  October  1, 
1993.  Requires  ProPAC  to  study  the  available  data  on  wages  by  oc- 
cupational category  and  include  its  recommendations  on  modifying 
the  wage  index  to  account  for  occupational  mix  in  the  March  1991 
report  to  Congress. 

Referral  centers 

Public  Law  98-21:  Required  the  Secretary  to  provide  for  such  ex- 
ceptions and  adjustments  to  the  DRG  payment  amounts  as  the  Sec- 
retary deems  appropriate  to  take  into  account  the  special  needs  of 
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regional  and  national  referral  centers  (including  hospitals  of  500  or 
more  beds  located  in  rural  areas). 

49  FR  234:  The  Department's  criteria  for  a  referral  center  were 
that  the  hospital  must  be  located  in  a  rural  area  and  have  at  least 
500  beds;  or  the  hospital  must  have  an  inpatient  population  such 
that  at  least  50  percent  of  its  Medicare  patients  are  referred  from 
other  hospitals  or  from  physicians  not  on  the  staff  of  the  hospital, 
at  least  60  percent  of  the  hospital's  Medicare  patients  reside  more 
than  25  miles  from  the  hospital,  and  at  least  60  percent  of  all  serv- 
ices received  by  Medicare  beneficiaries  are  provided  to  beneficiaries 
residing  more  than  25  miles  from  the  hospital.  Such  hospitals 
would  be  paid  on  the  basis  of  the  higher  urban  rates,  rather  than 
the  rural  rates.  No  adjustment  was  provided  for  rural  referral  cen- 
ters with  fewer  than  500  beds  or  for  referral  centers  located  in 
urban  areas. 

Public  Law  98-369:  Provided  that  a  rural  hospital  may  appeal  to 
the  Secretary  to  be  classified  as  a  rural  referral  center  on  the  basis 
of  criteria  established  by  the  Secretary  which  would  allow  the  hos- 
pital to  demonstrate  that  it  should  be  so  classified  because  it  has 
characteristics  (such  as  wages,  scope  of  services,  service  area,  and 
mix  of  medical  specialties)  similar  to  those  of  a  typical  urban  hospi- 
tal located  in  the  same  census  region. 

49  FR  34728:  The  Department  broadened  the  definition  of  a  rural 
referral  center  to  include  rural  hospitals  that  meet  a  case  mix 
index  threshold,  a  minimum  number  of  discharges,  and  one  of  the 
following  three  criteria:  more  than  50  percent  of  the  hospital's 
medical  staff  are  specialists,  at  least  60  percent  of  discharges  are 
inpatients  residing  more  than  25  miles  from  the  hospital,  or  at 
least  40  percent  of  inpatients  have  been  referred  either  from  other 
hospitals  or  from  physicians  not  on  the  hospital's  staff. 

50  FR  35645:  The  Department  changed  the  qualifying  criteria  for 
referral  centers  by  (1)  specifying  the  methodology  for  and  updating 
the  case  mix  index  thresholds  (i.e.,  either  the  national  case  mix 
index  value  of  1.1294  or  the  median  urban  case  mix  index  value  for 
the  hospital's  region),  and  (2)  specifying  the  threshold  for  the  re- 
quired number  of  discharges  (i.e.,  either  the  national  discharge  cri- 
terion of  6,000  or  the  median  number  of  urban  discharges  for  the 
hospital's  region). 

Public  Law  99-272:  Reduced  the  requirement  that  a  hospital 
have  at  least  6,000  or  more  discharges  a  year  to  3,000,  but  only  for 
osteopathic  hospitals. 

51  FR  31453:  Reduced  the  requirement  for  all  other  hospitals  to 
5,369  (or  a  number  at  least  equal  to  a  specific  number  of  discharges 
calculated  for  each  census  region). 

Public  Law  99-509:  Reduced  that  requirement  further  to  5,000. 
Public  Law  99-509  also  specified  that  teaching  hospitals  should  not 
be  considered  when  calculating  the  median  case  mix  for  urban  hos- 
pitals located  in  the  same  region. 

52  FR  33034:  Updated  the  national  and  regional  case  mix  and 
discharge  standards. 

Public  Law  100-203  and  53  FR  11134:  Reduced  the  minimum 
number  of  beds  criterion  for  hospitals  located  in  a  rural  area,  from 
500  to  275,  effective  for  discharges  occurring  on  or  after  April  1, 
1988.  The  legislation  also  requires  the  Secretary  to  study  and 
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report  to  Congress,  by  May  1,  1989,  on  (1)  the  referral  center  crite- 
ria, including,  for  hospitals  currently  designated  as  referral  cen- 
ters, the  relationship  of  their  PPS  payments  to  their  costs  of  inpa- 
tient care,  and  the  appropriateness  of  payment  on  the  basis  of 
some  rate  other  than  the  "other  urban  area"  rate,  and;  (2)  recom- 
mendations regarding  criteria  to  be  used  in  designating  referral 
centers  for  cost  reporting  periods  beginning  on  or  after  October  1, 
1989. 

Public  Law  101-239  and  54  FR  53753:  Extends  the  classification 
of  hospitals  as  rural  referral  centers  for  cost  reporting  periods  be- 
ginning on  or  after  October  1,  1989  and  before  October  1,  1992.  The 
extension  applies  to  hospitals  classified  as  rural  referral  centers  on 
or  before  September  30,  1989. 

Outliers 

Public  Law  98-21:  Required  the  Secretary  to  provide  for  addition- 
al payments  to  hospitals  for  atypical  cases,  "outliers"  whose  length 
of  stay  exceeds  the  mean  by  a  fixed  number  of  days  or  a  fixed 
number  of  standard  deviations,  whichever  is  fewer;  or  cases  which 
do  not  meet  the  length  of  stay  criteria  but  have  charges  adjusted  to 
cost  that  exceed  a  fixed  multiple  of  the  DRG  rate,  or  some  other 
fixed  dollar  amount,  whichever  is  greater.  Provides  that  total  out- 
lier payments  in  a  fiscal  year  must  be  between  5  and  6  percent  of 
total  projected  DRG  payments  for  that  year. 

49  FR  234:  For  fiscal  year  1984,  the  Department  defined  a  "day" 
outlier  case  as  one  for  which  the  length  of  stay  exceeds  the  average 
length  of  stay  for  that  DRG  by  the  lesser  of  20  days  or  1.94  stand- 
ard deviations.  The  additional  payment  for  each  outlier  day  beyond 
the  threshold  would  be  60  percent  of  the  hospital's  Federal  pay- 
ment amount  for  the  DRG  divided  by  the  average  length  of  stay  for 
the  DRG.  A  "cost"  outlier  case  was  defined  as  one  for  which  cov- 
ered charges,  adjusted  to  operating  costs,  exceed  the  greater  of  1.5 
times  the  hospital's  Federal  payment  amount  for  the  DRG  or 
$12,000.  For  cost  outliers,  the  additional  payment  is  60  percent  of 
the  difference  between  the  hospital's  adjusted  charges  for  the  dis- 
charge and  the  threshold.  The  Department  expected  that  under 
these  criteria,  outlier  payments  would  approximate  6  percent  of 
total  payments  to  hospitals.  No  provision  was  made  for  outlier  pay- 
ments to  transferring  hospitals. 

49  FR  3472:  Updated  the  outlier  thresholds  and  permitted  a  hos- 
pital that  transfers  a  high  cost  patient  on  or  after  October  1,  1984, 
to  receive  cost  outlier  payment. 

50  FR  35645.  Updated  the  outlier  thresholds. 

Public  Law  99-509  and  51  FR  42229:  Established  a  separate 
urban  and  a  separate  rural  set-aside  factor  for  outliers.  As  a  result, 
instead  of  the  uniform  5  percent  reduction  factor  applied  to  all  of 
the  standardized  amounts,  there  are  now  two  factors,  one  for  urban 
standardized  amounts  and  one  for  rural  standardized  amounts. 
Overall,  outlier  payments  are  required  to  be  made  at  the  same 
level  as  they  were  before  this  provision  was  enacted. 

Public  Law  100-203:  Increased  payments  for  outlier  cases  classi- 
fied in  DRGs  relating  to  patients  with  burns  from  April  1,  1988, 
through  September  30,  1989.  This  legislation  also  prohibited  the 
Secretary  from  issuing  any  final  regulations  before  September  1, 
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1988,  which  change  the  method  of  payment  for  outlier  cases  (other 
than  burn  cases). 

53  FR  38^76:  Modified  the  thresholds  used  in  determining  wheth- 
er a  case  is  an  outlier  and  increased  the  allowable  payment 
amounts  for  cost  outliers,  effective  November  1,  1988  (transitional 
rules  were  established  for  discharges  during  October  1988).  The 
new  threshold  for  length  of  stay  outliers  was  the  lesser  of  24  days 
or  3  standard  deviations;  for  cost  outliers  it  was  the  greater  of 
$28,000  or  2  times  the  DRG  rate.  The  marginal  cost  factor  for  cost 
outliers  (other  than  burn  cases)  was  raised  to  75  percent. 

54  FR  36452:  Modified  the  thresholds  for  determining  whether  a 
case  is  an  outlier  and  increased  the  allowable  payment  amounts  for 
cost  outliers  for  fiscal  year  1990.  The  new  threshold  for  length  of 
stay  outliers  is  the  lesser  of  28  days  or  3  standard  deviations;  for 
cost  outliers  it  is  the  greater  of  $34,000  or  two  times  the  PPS  pay- 
ment. 

55  FR  35990:  Modified  the  thresholds  for  determining  whether  a 
case  is  an  outlier  and  increased  the  allowable  payment  amounts  for 
cost  outliers  for  fiscal  year  1991.  The  new  threshold  for  length  of 
stay  outliers  is  the  lesser  of  29  days  or  three  standard  deviations; 
for  cost  outliers,  the  greater  of  $35,000  or  2  times  the  PPS  pay- 
ment. 

56  FR  43196:  Modified  the  threshold  for  length  of  stay  outliers  to 
32  days  or  three  standard  deviations;  for  cost  outliers,  the  greater 
of  $43,000  or  2  times  the  PPS  payment. 

Payment  for  indirect  medical  education 

Public  Law  98-21:  Provided  for  additional  payments  to  hospitals 
for  the  indirect  costs  of  medical  education,  computed  at  twice  the 
level  of  the  educational  adjustment  factor  provided  under  regula- 
tions in  effect  as  of  January  1,  1983 — under  the  former  ' 'section 
223"  cost  limits.  The  Federal  portion  of  a  hospital's  DRG  payments 
is  then  increased  by  this  doubled  factor. 

49  FR  234:  The  educational  adjustment  factor  in  effect  as  of  Jan- 
uary 1,  1983  was  6.06  percent  for  each  0.1  increase,  (above  zero),  in 
the  ratio  of  a  hospital's  full-time  equivalent  interns  and  residents 
to  its  number  of  beds.  Full-time  equivalent  interns  and  residents 
were  defined  as  the  sum  of  those  employed  for  35  hours  or  more 
per  week,  plus  one-half  of  the  total  number  of  interns  and  resi- 
dents working  less  than  35  hours  per  week.  A  hospital  was  allowed 
to  count  only  interns  and  residents  who  were  employed  by  and  fur- 
nishing services  at  that  hospital  (excluding  those  employed  by  the 
hospital  but  furnishing  services  at  another  site). 

Under  PPS,  the  Department  provided  for  an  education  adjust- 
ment factor  of  11.59  percent  (rather  than  twice  the  6.06  percent 
factor  provided  in  the  earlier  regulations).  The  regulations  indicat- 
ed that  11.59  percent  was  the  appropriate  increase  after  recomput- 
ing the  factor  using  the  data  base  on  which  the  DRG  payments 
were  based,  instead  of  the  data  base  used  to  calculate  the  earlier 
factor.  Criteria  for  determining  which  interns  and  residents  could 
be  counted  were  kept  the  same  as  in  earlier  regulations,  except  in- 
terns and  residents  furnishing  services  in  the  hospital  but  em- 
ployed by  an  organization  with  a  long-standing  historical  medical 
relationship  with  the  hospital  could  be  included. 
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Public  Law  98-369:  Provided  that,  effective  October  1,  1984,  all 
interns  and  residents  who  furnish  services  to  a  hospital  are  to  be 
counted  for  purposes  of  determining  that  hospital's  indirect  medi- 
cal education  adjustment,  regardless  of  whether  or  not  the  interns 
and  residents  are  employees  of  that  hospital. 

49  FR  3^728:  To  conform  with  the  change  in  law,  the  Depart- 
ment indicated  that  it  would  now  count  full-time  interns  and  resi- 
dents on  the  basis  of  where  their  services  were  provided.  When 
working  at  more  than  one  hospital,  each  intern's  or  resident's  time 
would  be  apportioned  to  each  facility.  To  avoid  the  potential  for 
counting  interns  and  residents  more  than  once,  the  Department  is 
requiring  hospitals  to  submit  quarterly  reports  documenting  the 
time  worked  by  interns  and  residents.  The  final  lump-sum  payment 
for  indirect  medical  education  costs  will  not  be  made  until  the 
audit  of  a  hospital's  cost  report  is  completed. 

50  FR  35645:  The  Department  changed  the  method  used  to  deter- 
mine the  number  of  beds  in  a  hospital  for  purposes  of  counting  in- 
terns and  residents  for  cost  reporting  periods  beginning  on  or  after 
October  1,  1984.  In  addition,  the  requirement  that  a  hospital  pro- 
vide a  quarterly  report  on  the  number  of  interns  and  residents  was 
replaced  with  an  annual  report  that  counts  the  number  of  interns 
and  residents  on  September  1  (with  an  additional  count  on  April 
15,  1985  for  hospitals  with  cost  reporting  periods  beginning  on  or 
after  October  1,  1984  and  before  July  1,  1985).  The  requirement  of 
counting  hours  of  interns  and  residents  to  determine  full-time 
equivalents  was  deleted.  Instead,  all  interns  and  residents  assigned 
to  the  hospital  on  September  1  (or  April  15,  1985  if  applicable)  will 
be  counted  as  full-time  except  for  those  individuals  splitting  their 
time  between  prospective  payment  areas  and  one  or  more  areas  ex- 
cluded from  PPS,  or  spending  all  their  time  in  excluded  areas.  The 
intermediary  will  be  required  to  review  the  hospital's  documenta- 
tion to  verify  the  hospital's  intern-  and  resident-to-bed  ratio. 

Public  Law  99-272,  51  FR  16771,  and  51  FR  31453:  Based  the  ad- 
ditional payment  to  a  hospital  on  a  formula  that  provides  an  in- 
crease of  approximately  8.1  percent  in  the  Federal  portion  of  the 
DRG  payment,  from  May  1,  1986,  to  October  1,  1988  (when  the  dis- 
proportionate share  adjustment  was  scheduled  to  expire).  The  pay- 
ment increases  with  the  ratio  of  a  hospital's  interns  and  residents 
to  its  bed  size  on  a  curvilinear  or  variable  basis  (i.e.,  the  increase  in 
the  payment  is  less  than  proportional  to  the  increase  in  the  ratio  of 
interns  and  residents  to  bed  size).  The  payment  adjustment  after 
October  1,  1989,  would  be  an  increase  of  approximately  8.7  percent. 

Public  Law  99-509:  Extended  the  disproportionate  share  adjust- 
ment, and  the  reduction  in  the  teaching  adjustment  to  8.1  percent, 
until  October  1,  1989. 

Public  Law  100-203  and  53  FR  38476:  Extended  the  dispropor- 
tionate share  adjustment  to  October  1,  1990,  and  reduced  the  teach- 
ing adjustment  factor  from  approximately  8.1  percent  to  approxi- 
mately 7.7  percent,  effective  for  discharges  occurring  on  or  after 
October  1,  1988,  but  before  October  1,  1990.  The  adjustment  for  dis- 
charges occurring  on  or  after  October  1,  1990  (when  the  dispropor- 
tionate share  adjustment  was  originally  scheduled  to  expire),  is 
also  reduced  from  8.7  percent  to  8.3  percent. 


386 


Public  Law  100-647:  Extended  the  teaching  adjustment  of  7.7 
percent  through  September  30,  1995. 

Public  Law  101-508:  Makes  the  indirect  medical  education  ad- 
justment of  7.7  percent  permanent. 

Disproportionate  share  hospitals 

Public  Law  98-21:  Required  the  Secretary  to  make  adjustments 
to  PPS  rates,  as  deemed  appropriate,  to  account  for  hospitals  that 
serve  a  disproportionate  share  of  low-income  patients. 

Public  Law  99-272:  Specified  the  amount  of  additional  payments 
to  hospitals  serving  a  disproportionate  share  of  low-income  pa- 
tients, and  the  criteria  to  qualify  for  the  payments,  varying  with 
the  location  and  size  of  the  hospital,  and  percentage  of  low-income 
patients  seen  at  the  hospital  (the  disproportionate  patient  percent- 
age). Defined  the  disproportionate  patient  percentage  as  the  hospi- 
tal's total  number  of  days  attributable  to  Medicare  beneficiaries 
who  also  receive  Federal  Supplemental  Security  Income  payments 
divided  by  the  total  number  of  Medicare  patient  days,  plus  the 
number  of  Medicaid  patient  days  divided  by  the  total  patient  days. 
Also  established  payments  to  urban  hospitals  with  100  or  more 
beds  and  30  percent  of  their  net  revenues  derived  from  State  and 
local  government  payments  for  indigent  care.  The  new  dispropor- 
tionate share  rules  applied  only  for  discharges  between  May  1, 
1986,  and  September  30,  1989. 

Public  Law  100-203:  Extended  the  additional  payment  for  dispro- 
portionate share  hospitals  until  September  30,  1990.  Increased  the 
adjustment  for  urban  hospitals  with  100  or  more  beds  receiving 
more  than  30  percent  of  their  net  inpatient  revenues  from  State 
and  local  government  funds  for  indigent  care. 

Public  Law  100-647:  Extended  the  authority  for  the  dispropor- 
tionate share  adjustment  until  September  30,  1995. 

Public  Law  101-239  and  54  FR  53753:  Increased  the  dispropor- 
tionate share  adjustment  for  urban  hospitals  with  100  or  more  beds 
and  rural  hospitals  with  500  or  more  beds,  for  rural  referral  cen- 
ters, and  for  sole  community  hospitals.  Reduced  the  disproportion- 
ate patient  percentage  required  for  a  sole  community  hospital  or 
rural  hospital  with  100  or  more  beds  to  qualify  for  the  adjustment. 
(See  table  4  for  details  of  criteria  and  adjustment  formulas.) 

Public  Law  101-508:  Increased  the  disproportionate  share  adjust- 
ment for  urban  hospitals  with  100  or  more  beds  and  rural  hospitals 
with  500  or  more  beds,  and  for  hospitals  qualifying  for  the  adjust- 
ment based  on  revenue  for  indigent  care  received  from  State  and 
local  governments.  Also  made  the  DSH  adjustment  permanent. 

Urban/rural  boundaries 

Public  Law  98-21  and  49  FR  234:  Provided  that  hospitals  in 
urban  areas  are  paid  different  Federal  DRG  rates  than  hospitals  lo- 
cated in  rural  areas.  Urban  areas  are  defined  as  those  located 
within  a  Metropolitan  Statistical  Area  (MSA)  or  a  New  England 
County  Metropolitan  Area  (NECMA).  Rural  areas  are  those  not 
classified  as  urban  areas.  Provided  that  during  a  3-year  transition 
period,  hospitals  are  paid  on  the  basis  of  Federal  DRG  payment 
amounts  calculated  separately  for  each  of  the  nine  census  regions 
of  the  country. 
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Public  Law  98-369:  Provided  that  hospitals  located  in  an  MSA 
that  crosses  census  region  boundaries  be  deemed  to  be  in  the 
region  in  which  a  majority  of  the  hospitals  in  that  MSA  are  located 
or,  at  the  option  of  the  Secretary,  the  region  from  which  the  major- 
ity of  the  Medicare  inpatient  discharges  within  that  MSA  are 
made.  In  addition,  provided  that  hospitals  located  in  counties  redes- 
ignated from  urban  to  rural  because  of  a  change  in  the  MSA  or 
NECMA  classification  system  since  April  20,  1983,  are  allowed  a  2- 
year  transition  to  the  lower  rural  payment  rates.  In  the  first  hospi- 
tal cost  reporting  period,  the  hospital  would  be  paid  the  rural  rate 
plus  two-thirds  of  the  difference  between  its  rural  and  urban  rates. 
In  the  second  year,  it  would  be  paid  the  rural  rate  plus  one-third  of 
the  difference  between  its  rural  and  urban  rates. 

Public  Law  100-203:  Changed  the  standards  for  including  a  rural 
county  adjacent  to  an  urban  area  in  the  definition  of  the  urban 
area.  If  (1)  at  least  15  percent  of  employed  residents  of  the  rural 
county  commute  to  one  or  more  adjacent  urban  areas  for  employ- 
ment, or  (2)  the  sum  of  the  number  of  county  residents  commuting 
to  all  adjacent  urban  areas  plus  the  number  of  residents  of  all  adja- 
cent urban  areas  commuting  to  the  rural  county  for  employment, 
is  at  least  equal  to  20  percent  of  the  employed  population  of  the 
county,  then  the  rural  county  would  be  included  in  the  definition 
of  the  urban  area  to  which  the  greatest  number  of  its  residents 
commute. 

Public  Law  100-647:  Requires  adjustments  to  ensure  that,  for  dis- 
charges during  fiscal  years  1990  and  1991,  no  other  area  suffers  a 
reduced  wage  index  because  of  the  shifting  of  one  of  these  counties. 

Public  Law  101-239:  Requires  the  Secretary  to  establish  a  Geo- 
graphic Classification  Review  Board  to  consider  the  direct  appeals 
of  hospitals  for  a  change  in  classification  from  rural  to  urban,  or 
from  one  urban  area  to  another  urban  area.  Modifies  the  rules  for 
adjusting  values  as  a  result  of  reclassification  of  a  county  under 
either  the  OBRA  87  provision  or  the  new  appeal  procedure. 

Public  Law  101-508:  Provides  that  if  including  wages  of  all  redes- 
ignated hospitals  in  the  wage  index  of  the  MSA  to  which  they  are 
redesignated  reduces  the  MSA's  wage  index  by  more  than  1  per- 
centage point,  then  the  original  wage  index  (calculated  without  the 
wages  of  the  redesignated  hospitals)  is  applied  to  hospitals  in  the 
MSA.  Redesignated  hospitals  would  receive  a  wage  index  combin- 
ing their  wages  plus  the  wages  of  the  MSA  to  which  they  were  re- 
designated. Extends  the  due  date  for  initial  applications  for  reclas- 
sification submitted  to  the  Geographic  Classification  Review  Board 
until  November  6,  1990,  and  clarifies  the  Secretary's  ability  to 
review  decisions  of  the  Board. 

Payments  for  capital-related  costs 

Public  Law  98-21:  Provided  that  capital-related  costs  (including 
depreciation,  leases  and  rentals,  interest,  and  a  return  on  equity 
for  proprietary  hospitals)  are  excluded  from  the  prospective  pay- 
ment system  until  no  earlier  than  October  1,  1987,  and  are  paid  for 
on  a  reasonable  cost  basis.  This  legislation  also  required  the  Secre- 
tary to  report  to  Congress  within  18  months  of  enactment  (October 
1984)  on  methods  and  proposals  by  which  capital  costs  can  be  in- 
cluded in  the  prospective  payment  rates.  In  March  1986,  HHS  sub- 
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mitted  a  report  to  Congress  on  incorporating  capital  costs  in  the 
prospective  payment  rates. 

Public  Law  98-369:  Provided  that,  in  the  case  where  funds  are 
borrowed  for  the  purchase  of  used  assets  (change  of  ownership),  the 
interest  expense  allowable  to  the  new  owner  may  not  exceed  the 
amount  that  would  be  incurred  by  borrowing  funds  equal  to  the  de- 
preciated value  of  the  assets  on  the  seller's  books  (i.e.,  without  re- 
valuation). Also  provided  that  the  return  on  equity  capital  on 
assets  purchased  from  a  previous  owner  (change  of  ownership)  is 
limited  to  the  amount  that  would  be  payable  if  the  return  were  cal- 
culated on  the  depreciated  value  of  the  assets  on  the  previous 
owner's  books  at  the  time  of  the  sale. 

Public  Law  99-272:  Provided  that  payments  to  proprietary  hospi- 
tals for  a  return  on  equity  (ROE)  are  separated  from  payments  for 
other  capital  costs  and  phased  out  as  follows:  for  hospital  cost  re- 
porting periods  beginning  in  fiscal  year  1987,  payment  will  equal 
75  percent  of  the  otherwise  allowable  ROE  amount;  for  fiscal  year 
1988,  50  percent;  for  fiscal  year  1989,  25  percent;  and  for  fiscal  year 
1990  and  thereafter,  no  ROE  payments  will  be  made. 

Public  Law  99-509:  Reduced  payment  amounts  for  capital-related 
costs  by  3.5  percent  for  portions  of  cost-reporting  periods  in  fiscal 
year  1987,  7  percent  for  fiscal  year  1988,  and  10  percent  for  fiscal 
year  1989.  The  legislation  exempts  sole  community  hospitals  from 
capital-related  payment  reductions  and  regulations  for  3  years.  It 
also  clarifies  that  the  HHS  Secretary  may  incorporate  capital-relat- 
ed costs,  on  a  budget  neutral  basis  into  PPS,  effective  October  1, 
1987. 

Public  Law  100-119  (the  Balanced  Budget  and  Emergency  Deficit 
Control  Reaffirmation  Act  of  1987):  Prohibited  the  Secretary  from 
implementing  published  final  regulations  incorporating  payments 
for  capital  costs  into  the  DRG  payment  rates  for  fiscal  year  1988, 
froze  the  capital  payment  reduction  at  the  fiscal  year  1987  level 
(3.5  percent),  and  delayed  the  phaseout  of  ROE  payments  to  propri- 
etary hospitals,  for  the  period  from  October  1,  to  November  20, 
1987.  On  November  21,  1987,  the  capital  payment  reduction  revert- 
ed to  the  7  percent  level  established  for  fiscal  year  1988  in  OBRA 
1986,  and  the  phaseout  of  ROE  payments  resumed. 

Public  Law  100-203:  Increased  the  capital  payment  reduction  to 
12  percent  for  fiscal  year  1988,  effective  on  January  1,  1988,  and  15 
percent  in  fiscal  year  1989.  This  legislation  also  prohibits  the  Secre- 
tary from  incorporating  payment  of  capital  related  costs  into  the 
PPS  payment  rates  before  October  1,  1991.  However,  the  Secretary 
is  required  to  make  payments  for  capital  related  costs  on  a  per 
case,  prospective  basis  beginning  on  October  1,  1991.  The  methods 
to  be  used  in  making  prospectively  determined  capital  payments 
are  generally  left  to  the  discretion  of  the  Secretary.  In  addition, 
OBRA  1987  requires  ProPAC  to  undertake  a  study  and  report  to 
Congress  by  May  1,  1988,  on  the  suitability  and  feasibility  of  link- 
ing payment  for  capital  related  costs  to  hospital  occupancy  rates. 

Public  Law  101-239:  Extends  the  15  percent  capital-related  pay- 
ment reduction  for  portions  of  cost  reporting  periods  or  discharges 
occurring  beginning  on  January  1,  1990  and  continuing  through 
the  remainder  of  fiscal  year  1990.  For  the  period  between  October 
1,  1989  and  December  31,  1989,  hospitals  will  receive  100  percent  of 


389 

capital  costs,  subject  to  the  Gramm-Rudman-Hollings  budget  se- 
quester reduction  of  2.1  percent  of  total  Medicare  payments  in 
effect  from  October  16  through  December  31. 

Public  Law  101-508:  Extends  the  15  percent  capital-related  pay- 
ment reduction  for  portions  of  cost  reporting  periods  or  discharges 
occurring  in  fiscal  year  1991.  For  fiscal  years  1992-1995,  requires 
that  aggregate  payments  to  PPS  hospitals  would  be  reduced  by  an 
amount  that  equals  a  10-percent  reduction  in  capital  payments 
based  on  reasonable  cost.  Rural  primary  care  hospitals  and  sole 
community  hospitals  are  exempt  from  the  capital  payment  reduc- 
tion in  fiscal  year  1991. 

56  FR  8476:  Proposed  rule  to  change  the  regulations  governing 
Medicare  payments  for  capital-related  costs  beginning  on  or  after 
October  1,  1991. 

56  FR  43358:  Final  rule  changing  the  way  inpatient  capital-relat- 
ed costs  are  paid  by  Medicare.  The  final  rule  provides  for  a  10-year 
transition  to  fully  prospective  payment. 
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TABLE  19.— WAGE  INDEX  FOR  URBAN  AREAS 


Urban  area  (constituent  counties  or  county  equivalents)  Wage  index 


Abilene,  TX  (Taylor,  TX)  9437 

Aguadilla,  PR  (Aguada,  PR,  Aguadilla,  PR,  Isabella,  PR,  Moca,  PR)  4572 

Akron,  OH  (Portage,  OH,  Summit,  OH)  9016 

Albany,  GA  (Dougherty,  GA,  Lee,  GA)  8057 

Albany-Schenectady-Troy,  NY  (Albany,  NY,  Green,  NY,  Montgomery,  NY,  Rensselaer,  NY,  Saratoga, 

NY,  Schenectady,  NY)  8931 

Albuquerque,  NM  (Bernalillo,  NM)   1.0133 

Alexandria,  LA  (Rapides,  LA)   .8283 

Allentown-Bethlehem,  PA-NJ  (Warren,  NJ,  Carbon,  PA,  Lehigh,  PA,  Northampton,  PA)  9265 

Altoona,  PA  (Blair,  PA)  9247 

Amarillo,  TX  (Potter,  TX,  Randall,  TX)  8747 

Anaheim-Santa  Ana,  CA  (Orange,  CA)   1.2021 

Anchorage,  AK   1.4189 

Anderson,  IN  (Madison,  IN)   1.0122 

Anderson,  SC  ;   .7265 

Ann  Arbor,  Ml  (Washtenaw,  Ml)   1.1394 

Anniston,  AL  (Calhoun,  AL)   .7938 

Appleton-Oshkosh-Neenah,  Wl  (Calumet,  Wl,  Outagamie,  Wl,  Winnebago,  Wl)   .9229 

Arecibo,  PR  (Arecibo,  PR,  Camuy,  PR,  Hatillo,  PR,  Quebradillas,  PR)  3957 

Asheville,  NC  (Buncombe,  NC)  8747 

Athens,  GA  (Clarke,  GA,  Jackson,  GA,  Madison,  GA,  Oconee,  GA)  8216 

Atlanta,  GA  (Barrow,  GA,  Butts,  GA,  Cherokee,  GA,  Clayton,  GA,  Cobb,  GA,  Coweta,  GA,  De  Kalb, 

GA,  Douglas,  GA,  Fayette,  GA,  Forsyth,  GA,  Fulton,  GA,  Gwinnett,  GA,  Henry,  GA,  Newton,  GA, 

Paulding,  GA,  Rockdale,  GA,  Spalding,  GA,  Walton,  GA)  9604 

Atlantic  City,  NJ  (Atlantic  City,  Cape  May,  NJ)   1.0516 

Augusta,  GA-SC  (Columbia,  GA,  McDuffie,  GA,  Richmond,  GA,  Aiken,  SC)  9409 

Aurora-Elgin,  IL  (Kane,  IL,  Kendall,  IL)  9208 

Austin,  TX  (Hays,  TX,  Travis,  TX,  Williamson,  TX)  9608 

Bakersfield,  CA  (Kern,  CA)   1.0878 

Baltimore,  MD  (Anne  Arundel,  MD,  Baltimore,  MD,  Baltimore  City,  MD,  Carroll,  MD,  Harford,  MD, 

Howard,  MD,  Queen  Annes,  MD)   1.0165 

Bangor,  MD  (Penobscot,  ME)  9072 

Baton  Rouge,  LA  (Ascension,  LA,  East  Baton  Rouge,  LA,  Livingston,  LA,  West  Baton  Rouge,  LA)   .9097 

Battle  Creek,  Ml  (Calhoun,  Ml)  9107 

Beaumont-Port  Arthur,  TX  (Hardin,  TX,  Jefferson,  TX,  Orange,  TX)  9612 

Beaver  County,  PA   1.0174 

Bellingham,  WA  (Whatcom,  WA)   1.0506 

Benton  Harbor,  Ml  (Berrien,  Ml)  7713 

Bergen-Passaic,  NJ   1.0305 

Billings,  MT  (Yellowstone,  MT)  9333 

Biloxi-Gulfport,  MS  (Hancock,  MS,  Harrison,  MS)  8069 

Binghamton,  NY  (Broome,  NY,  Tioga,  NY)  9268 

Birmingham,  AL  (Blount,  AL,  Jefferson,  AL,  Saint  Clair,  AL,  Shelby,  AL,  Walker,  AL)  8777 

Bismarck,  ND  (Burleigh,  ND,  Morton,  ND)  8851 

Bloomington,  IN  (Monroe,  IN)  7848 

Bloomington-Normal,  IL  (McLean,  IL)   .8666 

Boise  City,  ID  (Ada,  ID)   1.0120 

Boston-Lawrence-Salem-Lowell-Brockton,  MA  (Essex,  MA,  Middlesex,  MA,  Norfolk,  MA,  Plymouth, 

MA,  Suffolk,  MA)   1.1820 

Boulder-Longmont,  CO  (Boulder,  CO)   1.0158 

Bradenton,  FL  (Manatee,  FL)  8828 

Brazoria,  TX  8805 

Bremerton,  WA  (Kitsap,  WA)   1.0375 

Bridgeport-Stamford-Norwalk-Danbury,  CA  (Fairfield,  CT)   1.2043 

Brownsville-Harlingen,  TX  (Cameron,  TX)  8609 

Bryan-College  Station,  TX  (Brazos,  TX)  9497 

Buffalo,  NY  (Erie,  NY)  8916 

Burlington,  NC  (Alamance,  NC)  7888 

Burlington,  VT  (Chittenden,  VT,  Grand  Isle,  VT)  9366 

Caguas,  PR  (Caguas,  PR,  Gurabo,  PR,  San  Lorenz,  PR,  Aguas  Buenas,  PR,  Cayey,  PR,  Cidra,  PR)  4592 

Canton,  OH  (Carroll,  OH,  Stark,  OH)  8461 

Casper,  WY  (Natrona,  WY)  8899 
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TABLE  19.— WAGE  INDEX  FOR  URBAN  AREAS— Continued 


Urban  area  (constituent  counties  or  county  equivalents)  Wage  index 


Cedar  Rapids,  IA  (Linn,  IA)  7534 

Champaign-Urbana-Rantoul,  IL   .8753 

Charleston,  SC  (Berkeley,  SC,  Charleston,  SC,  Dorchester,  SC)  8339 

Charleston,  WV  (Kanawha,  WV,  Putnam,  WV)  9701 

Charlotte-Gastonia-Rock  Hill,  NC-SC  (Cabarrus,  NC,  Gaston,  NC,  Lincoln,  NC,  Mecklengburg,  NC, 

Rowan,  NC,  Union,  NC,  York,  SC)  9495 

Charlottesville,  VA  (Albermale,  VA,  Charlottesville  City,  VA,  Fluvanna,  VA,  Greene,  VA)  9624 

Chattanooga,  TN-GA  (Catoosa,  GA,  Dade,  GA,  Walker,  GA,  Hamilton,  TN,  Marion,  TN,  Sequatchie, 

TN)  9206 

Cheyenne,  WY  (Laramie,  WY)  7915 

Chicago,  IL  (Cook,  IL,  Du  Page,  IL,  McHenry,  IL)   1.0527 

Chico,  CA  (Butte,  CA)   1.1062 

Cincinnati,  OH-KY-IN  (Dearborn,  IN,  Boone,  KY,  Campbell,  KY,  Kenton,  KY,  Clermont,  OH, 

Hamilton,  OH,  Warren,  OH)  9830 

Clarksville-Hopkinsville,  TN-KY  (Christian,  KY,  Montgomery,  TN)  7326 

Cleveland,  OH  (Cuyahoga,  OH,  Geauga,  OH,  Lake,  OH,  Medina,  OH)   1.0748 

Colorado  Springs,  CO  (El  Paso,  CO)  9825 

Columbia,  MO  (Boone,  MO)  9515 

Columbia,  SC  (Lexington,  SC,  Richland,  SC)  8948 

Columbus,  GA-AL  (Russell,  AL,  Chattanoochee,  GA,  Muscogee,  GA)   .7577 

Columbus,  OH  (Delaware,  OH,  Fairfield,  OH,  Franklin,  OH,  Licking,  OH,  Madison,  OH,  Pickaway,  OH, 

Union,  OH)  9682 

Corpus  Christi,  TX  (Nueces,  TX,  San  Patricio,  TX)  :  8602 

Cumberland,  MD-WV  (Allegeny,  MD,  Mineral,  WV)  8195 

Dallas,  TX  (Coliin,  TX,  Dallas,  TX,  Denton,  TX,  Ellis,  TX,  Kaufman,  TX,  Rockwall,  TX)  9447 

Danville,  VA  (Danville  City,  VA,  Pittsylvania,  VA)  7513 

Davenport-Rock  Island-Moline,  IA— IL  (Scott,  IA,  Henry,  IL,  Rock  Island,  IL)  8478 

Dayton-Springfield,  OH  (Clark,  OH,  Greene,  OH,  Miami,  OH,  Montgomery,  OH)  .  9100 

Daytona  Beach,  FL  (Volusia,  FL)  8951 

Decatur,  AL  (Lawrence,  AL,  Limestone,  AL,  Morgan,  AL)   .7493 

Decatur,  IL  (Macon,  IL)  8293 

Denver,  CO  (Adams,  CO,  Arapahoe,  CO,  Denver,  CO,  Douglas,  CO,  Jefferson,  CO)   1.0767 

Des  Moines,  IA  (Dallas,  IA,  Polk,  IA,  Warren,  IA)  9179 

Detroit,  Ml  (Lapeer,  Ml,  Livingston,  Ml,  Macomb,  Ml,  Monroe,  Ml,  Oakland,  Ml,  Saint  Clair,  Ml, 

Wayne,  Ml)   1.0837 

Dothan,  AL  (Dale,  AL,  Houston,  AL)  7576 

Dubuque,  IA  8382 

Duluth,  MN-WI  (St.  Louis,  MN,  Douglas,  Wl)  9526 

Eau  Claire,  Wl  (Chippewa,  Wl,  Eau  Claire,  Wl)   .8495 

El  Paso,  TX  8722 

Elkhart-Goshen,  IN  (Elkhart,  IN)  8589 

Elmira,  NY  (Chemung,  NY)  8818 

Enid,  OK  (Garfield,  OK)  8920 

Erie,  PA   .9164 

Eugene-Springfield,  OR  (Lane,  OR)   1.0174 

Evansville,  IN-KY  (Posey,  IN,  Vanderburgh,  IN,  Warrick,  IN,  Henderson,  KY)   .9284 

Fargo-Moorhead,  ND-MN  (Clay,  MN,  Cass,  ND)  9715 

Fayetteville,  NC  (Cumberland,  NC)   .8303 

Fayetteville-Springdale,  AR  (Washington,  AR)  7997 

Flint,  Ml  (Genesee,  Ml,  Shiawassee,  Ml)   1.1554 

Florence,  AL  (Colbert,  AL,  Lauderdale,  AL)  7724 

Florence,  SC  8436 

Fort  Collins-Loveland,  CO  (Larimor,  CO)   1.0247 

Fort  Lauderdale-Hollywood-Pompano  Beach,  FL  (Broward,  FL)   1.0383 

Fort  Myers-Cape  Coral,  FL  (Lee,  FL)  9808 

Fort  Pierce,  FL  (Martin,  FL,  St.  Lucie,  FL)   1.1051 

Fort  Smith,  AR-OK  (Crawford,  AR,  Sebastian,  AR,  Sequoyah,  OK)  7939 

Fort  Walton  Beach,  FL  (Okaloosa,  FL)  8949 

Fort  Wayne,  IN  (Allen,  IN,  De  Kalb,  IN,  Whitley,  IN)  8910 

Fort  Worth-Arlington,  TX  (Johnson,  TX,  Parker,  TX,  Tarrant,  TX)  9498 

Fresno,  CA   1.0747 

Gadsden,  AL  (Etowah,  AL)  8206 
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Gainesville,  FL  (Alachua,  FL,  Bradford,  FL)  8806 

Galveston-Texas  City,  TX  (Galveston,  TX)   .9459 

Gary-Hammond,  IN  (Lake,  IN,  Porter,  IN)  9485 

Glens  Falls,  NY  (Warren,  NY,  Washington,  NY)  9239 

Grand  Forks,  ND  9586 

Grand  Rapids,  Ml  (Kent,  Ml,  Ottawa,  Ml)  9892 

Great  Falls,  MT  (Cascade,  MT)   1.0001 

Greeley,  CO  (Weld,  CO)  „  9366 

Green  Bay,  Wl  (Brown,  Wl)  9594 

Greensboro-Winston-Salem-High  Point,  NC  (Davidson,  NC,  Davie,  NC,  Forsyth,  NC,  Guilford,  NC, 

Randolph,  NC,  Stokes,  NC,  Yadkin,  NC)  9173 

Greenville-Spartanburg,  SC  (Greenville,  SC,  Pickens,  SC,  Spartanburg,  SC)  8911 

Hagerstown,  MD  (Washington,  MD)  9166 

Hamilton-Middletown,  OH  (Butler,  OH)  8461 

Harrisburg-Lebanon-Carlisle,  PA  (Cumberland,  PA,  Dauphin,  PA,  Lebanon,  PA,  Perry,  PA)   .9928 

Hartford-Middletown-New  Britain-Bristol,  CT  (Hartford,  CT,  Litchfield,  CT,  Middlesex,  CT,  Tolland, 

CT)   1.1927 

Hickory,  NC  (Alexander,  NC,  Burke,  NC,  Catawba,  NC)  8809 

Honolulu,  HI   1.1591 

Houma-Thibodaux,  LA  (Lafourche,  LA,  Terrebonne,  LA)   .7184 

Houston,  TX  (Fort  Bend,  TX,  Harris,  TX,  Liberty,  TX,  Montgomery,  TX,  Waller,  TX)  9788 

Huntington-Ashland,  WV-KY-OH  (Boyd,  KY,  Carter,  KY,  Greenup,  KY,  Lawrence,  OH,  Cabell,  WV, 

Wayne,  WV)  9446 

Huntsville,  AL  (Madison,  AL)  8843 

Indianapolis,  IN  (Boone,  IN,  Hamilton,  IN,  Hancock,  IN,  Hendricks,  IN,  Johnson,  IN,  Marion,  IN, 

Morgan,  IN,  Shelby,  IN)  9609 

Iowa  City,  IA  (Johnson,  IA)  9536 

Jackson,  Ml  8833 

Jackson,  MS  (Hinds,  MS,  Madison,  MS,  Rankin,  MS)  7740 

Jackson,  TN  (Madison,  TN)  7969 

Jacksonville,  FL  (Clay,  FL,  Duval,  FL,  Nassau,  FL,  St.  Johns,  FL)  9059 

Jacksonville,  NC  (Onslow,  NC)  7161 

Jamestown-Dunkirk,  NY   .7069 

Janesville-Beloit,  Wl  (Rock,  Wl)  8453 

Jersey  City,  NJ  (Hudson,  NJ)   1.0536 

Johnson  City-Kingsport-Bristol,  TN-VA  (Carter,  TN,  Hawkins,  TN,  Sullivan,  TN,  Unicoi,  TN, 

Washington,  TN,  Bristo1  City,  VA,  Scott,  VA,  Washington,  VA)  8676 

Johnstown,  PA  (Cambria,  PA,  Somerset,  PA)  8861 

Joliet,  IL  (Grundy,  IL,  Will,  IL)   1.0518 

Joplin,  MO  (Jasper,  MO,  Newton,  MO)  7888 

Kalamazoo,  Ml   1.1720 

Kankakee,  IL  8496 

Kansas  City,  KS-MO  (Johnson,  KS,  Leavenworth,  KS,  Miami,  KS,  Wyandotte,  KS,  Cass,  MO,  Clay, 

MO,  Jackson,  MO,  Lafayette,  MO,  Platte,  MO,  Ray,  MO)  9597 

Kenosha,  Wl  8863 

Killeen-Temple,  TX  (Bell,  TX,  Coryell,  TX)   1.1305 

Knoxville,  TN  (Anderson,  TN,  Blount,  TN,  Grainger,  TN,  Jefferson,  TN,  Knox,  TN,  Sevier.  TN,  Union, 

TN)  :  8700 

Kokomo,  IN  (Howard,  IN,  Tipton,  IN)  9444 

LaCrosse,  Wl  8964 

Lafayette,  LA  (Lafayette,  LA,  St.  Martin,  LA)  8234 

Lafayette,  IN  (Tippecanoe,  IN)   .8440 

Lake  Charles,  U\  (Calcasieu,  LA)  8382 

Lake  County,  IL  (Lake,  IL)  9417 

Lakeland-Winter  Haven,  FL  (Polk,  FL)  7665 

Lancaster,  PA  (Lancaster,  PA)   .9266 

Lansing-East  Lansing,  Ml  (Clinton,  Ml,  Eaton,  Ml,  Ingham,  Ml)   1.0232 

Laredo,  TX  (Webb,  TX)  7284 

Las  Cruces,  NM  (Dona  Ana,  NM)  7916 

Las  Vegas,  NV  (Clark,  NV)   1.0641 

Lawrence,  KS  (Douglas,  KS)  8945 

Lawton,  OK  (Comanche,  OK)  8396 
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Lewiston-Auburn,  ME  (Androscoggin,  ME)   .9065 

Lexington-Fayette,  KY  (Bourbon,  KY,  Clark,  KY,  Fayette,  KY,  Jessamine,  KY,  Scott,  KY,  Woodford, 

KY)  8454 

Lima,  OH  (Allen,  OH,  Auglaize,  OH)  8070 

Lincoln,  NE  (Lancaster,  NE)   .8964 

Little  Rock-North  Little  Rock,  AR  (Faulkner,  AR,  Lonoke,  AR,  Pulaski,  AR,  Saline,  AR)  8428 

Longview-Marshall,  TX  (Gregg,  TX,  Harrison,  TX)   .8699 

Lorain-Elyria,  OH  (Lorain,  OH)  8919 

Los  Angeles-Long  Beach,  CA  (Los  Angeles,  CA)   1.2366 

Louisville,  KY-IN  (Clark,  IN,  Floyd,  IN,  Harrison,  IN,  Bullitt,  KY,  Jefferson,  KY,  Oldham,  KY,  Shelby, 

KY)  9100 

Lubbock,  TX  8798 

Lynchburg,  VA  (Amherst,  VA,  Campbell,  VA,  Lynchburg  City,  VA)  8551 

Macon-Warner  Robins,  GA  (Bibb,  GA,  Houston,  GA,  Jones,  GA,  Peach,  GA)  8812 

Madison,  Wl  (Dane,  Wl)   1.0320 

Manchester-Nashua,  NH  (Hillsborough,  NH,  Merrimack,  NH)   1.0139 

Mansfield,  OH  (Richland,  OH)  8400 

Mayaguez,  PR  (Anasco,  PR,  Cabo  Rojo,  PR,  Hormigueros,  PR,  Mayaguez,  PR,  San  German,  PR)   .4776 

McAllen-Edinburg-Mission,  TX  (Hidalgo,  TX)  7722 

Medford,  OR  (Jackson,  OR)   1.0054 

Melbourne-Titusville,  FL  (Brevard,  FL)  9208 

Memphis,  TN-AR-MS  (Crittened,  AR,  De  Soto,  MS,  Shelby,  TN,  Tipton,  TN)  9068 

Merced,  CA   1.0321 

Miami-Hialeah,  FL  (Dade,  FL)   1.0198 

Middlesex-Somerset-Hunterdon,  NJ  (Hunterdon,  NJ,  Middlesex,  NJ,  Somerset,  NJ)   1.0410 

Midland,  TX   1.0386 

Milwaukee,  Wl  (Milwaukee,  Wl,  Ozaukee,  Wl,  Washington,  Wl,  Waukesha,  Wl)  9728 

Minneapolis-St.  Paul,  MN-WI  (Anoka,  MN,  Carver,  MN,  Chisago,  MN,  Dakota,  MN,  Hennepin,  MN, 

Isanti,  MN,  Ramsey,  MN,  Scott,  MN,  Washington,  MN,  Wright,  MN,  St.  Croix,  Wl)   1.0828 

Mobile,  AL  (Baldwin,  AL,  Mobile,  AL)  8327 

Modesto,  CA  (Stanislaus,  CA)   1.1593 

Monmouth-Ocean,  NJ  (Monmouth,  NJ,  Ocean,  NJ)  9909 

Monroe,  LA  (Ouachita,  LA)  7871 

Montgomery,  AL  (Autauga,  AL,  Elmore,  AL,  Montgomery,  AL)   .7745 

Muncie,  IN  (Delaware,  IN)  8075 

Muskegon,  Ml   .9491 

Naples,  FL  (Collier,  FL)  :   1.0333 

Nashville,  TN  (Cheatham,  TN,  Davidson,  TN,  Dickson,  TN,  Robertson,  TN,  Rutherford,  TN,  Sumner, 

TN,  Williamson,  TN,  Wilson,  TN)  9406 

Nassau-Suffolk,  NY  (Nassau,  NY,  Suffolk,  NY)   1.2650 

New  Bedford-Fall  River-Attleboro,  MA  (Bristol,  MA)   1.1723 

New  Haven-Waterburg-Meriden,  CT  (New  Haven,  CT)   1.2106 

New  London-Norwich,  CT  (New  London,  CT)  *   1.1582 

New  Orleans,  LA  (Jefferson,  LA,  Orleans,  LA,  St.  Bernard,  LA,  St.  Charles,  LA,  St.  John  The  Baptist, 

LA,  St.  Tammany,  LA)  8909 

New  York,  NY  (Bronx,  NY,  Kings,  NY,  New  York  City,  NY,  Putnam,  NY,  Queens,  NY,  Richmond, 

NY,  Rockland,  NY,  Westchester,  NY)   1.3479 

Newark,  NJ  (Essex,  NJ,  Morris,  NJ,  Sussex,  NJ,  Union,  NJ)   1.1242 

Niagara  Falls,  NY  7567 

Norfolk-Virginia  Beach-Newport  News,  VA  (Chesapeake  City,  VA,  Gloucester,  VA,  Hampton  City,  VA, 

James  City  Co.,  VA,  Newport  News  City,  VA,  Norfolk  City,  VA,  Poquoson,  VA,  Portsmouth  City, 

VA,  Suffolk  City,  VA,  Virginia  Beach  City,  VA,  Williamsburg  City,  VA,  York,  VA)  :  8523 

Oakland,  CA  (Alameda,  CA,  Contra  Costa,  CA)   1.4532 

Ocala,  FL  (Marion,  FL)  8622 

Odessa,  TX  (Ector,  TX)   1.0849 

Oklahoma  City,  OK  (Canadian,  OK,  Cleveland,  OK,  Logan,  OK,  McClain,  OK,  Oklahoma,  OK, 

Pottawatomie,  OK)  9153 

Olympia,  WA  (Thurston,  WA)   1.1012 

Omaha,  NE-IA  (Pottawattamie,  IA,  Douglas,  NE,  Sarpy,  NE,  Washington,  NE)  8997 

Orange  County,  NY  (Orange,  NY)  9205 

Orlando,  FL  (Orange,  FL,  Osceola,  FL,  Seminole,  FL)  9629 
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Owensboro,  KY  (Daviess.  KY)  8158 

Oxnard-Ventura,  CA  (Ventura,  CA)   1.2091 

Panama  City,  FL  (Bay,  FL)  8640 

Parkersburg-Marietta,  WV-OH  (Washington,  OH,  Wood,  WV)  8547 

Pacugoula,  MS  (Jackson,  MS)  8763 

Pensacola,  FL  (Escambia,  FL,  Santa  Rosa,  FL)   .8631 

Peoria,  IL  (Peoria,  IL,  Tazewell,  IL,  Woodford,  IL)  8717 

Philadelphia,  PA-NJ  (Burlington,  NJ,  Camden,  NJ,  Gloucester,  NJ,  Bucks,  PA,  Chester,  PA, 

Delaware,  PA,  Montgomery,  PA,  Philadelphia,  PA)   1.0962 

Phoenix,  AZ  (Maricopa,  AZ)   1.0438 

Pine  Bluff,  AR  (Jefferson,  AR)  7879 

Pittsburgh,  PA  (Allegheny,  PA,  Fayette,  PA,  Washington,  PA,  Westmoreland,  PA)   1.0137 

Pittsfield,  MA  (Berkshire,  MA)   1.0792 

Ponce,  PR  (Juana  Diaz,  PR,  Ponce,  PR)  4606 

Portland,  ME  (Cumberland,  MD,  Sagadahoc,  ME,  York,  ME)  9300 

Portland,  OR  (Clackamas,  OR,  Multnomah,  OR,  Washington,  OR,  Yamhill,  OR)   1.1583 

Portsmouth-Dover-Rochester,  NH  (Rockingham,  NH,  Strafford,  NH)   1.0115 

Poughkeepsie,  NY  (Dutchess,  NY)   1.0456 

Providence-Pawtucket-Woonsocket,  Rl  (Bristol,  Rl,  Kent,  Rl,  Newport,  Rl,  Providence,  Rl,  Washing- 
ton, Rl)   1.0657 

Provo-Orem,  UT  (Utah,  UT)   1.0239 

Pueblo,  CO  (Pueblo,  CO)  8730 

Racine,  Wl  8453 

Raleigh-Durham,  NC  (Durham,  NC,  Franklin,  NC,  Orange,  NC,  Wake,  NC)  9474 

Rapid  City,  SD  (Pennington,  SD)  8408 

Reading,  PA  (Berks,  PA)  9098 

Redding,  CA  (Shasta,  CA)   1.0559 

Reno,  NV  (Washoe,  NV)   1.1628 

Richland-Kennewick,  WA  (Benton,  WA,  Franklin,  WA)  9410 

Richmond-Petersburg,  VA  (Charles  City  Co.,  VA,  Chesterfield,  VA,  Colonial  Heights  City,  VA, 
Dinwiddie,  VA,  Goochland,  VA,  Hanover,  VA,  Henrico,  VA,  Hopewell  City,  VA,  New  Kent,  VA, 

Petersburg  City,  VA,  Powhatan,  VA,  Prince  George,  VA,  Richmond  City,  VA)  9426 

Riverside-San  Bernardino,  CA  (Riverside,  CA,  San  Bernardino,  CA)   1.1091 

Roanoke,  VA  (Botetourt,  VA,  Roanoke,  VA,  Roanoke  City,  VA,  Salem  City,  VA)  8292 

Rochester,  MN  (Olmsted,  MN)   1.1039 

Rochester,  NY  (Livingston,  NY,  Monroe,  NY,  Ontario,  NY,  Orleans,  NY,  Wayne,  NY)  9719 

Rockford,  IL  (Boone,  IL,  Winnebago,  IL)  9291 

Sacramento,  CA  (Eldorado,  CA,  Placer,  CA,  Sacramento,  CA,  Yolo,  CA)   1.2244 

Saginaw-Bay  City-Midland,  Ml  (Bay,  Ml,  Midland,  Ml,  Saginaw,  Ml)   1.0461 

St.  Cloud,  MN  (Benton,  MN,  Sherburne,  MN,  Stearns,  MN).  8927 

St.  Joseph,  MO  (Buchanan,  MO)  9422 

St.  Louis,  MO-IL  (Clinton,  IL,  Jersey,  IL,  Madison,  IL,  Monroe,  IL,  St.  Clair,  IL,  Franklin,  MO, 

Jefferson,  MO,  St.  Charles,  MO,  St.  Louis,  MO,  St.  Louis  City,  MO)  9397 

Salem,  OR  (Marion,  OR,  Polk,  OR)   1.0455 

Salinas-Seaside-Monterey,  CA  (Monterey,  CA)   1.3052 

Salt  Lake  City-Ogden,  UT  (Davis,  UT,  Salt  Lake,  UT,  Weber,  UT)  9941 

San  Angelo,  TX  (Tom  Green,  TX)   .8147 

San  Antonio,  TX  (Bexar,  TX,  Comal,  TX,  Guadalupe,  TX)  8450 

San  Diego,  CA   1.1945 

San  Francisco,  CA  (Marin,  CA,  San  Francisco,  CA,  San  Mateo,  CA)   1.4517 

San  Jose,  CA  (Santa  Clara,  CA)   1.4661 

San  Juan,  PR  (Barcelona,  PR,  Bayoman,  PR,  Canovanas,  PR,  Carolina,  PR,  Catano,  PR,  Corozal,  PR, 
Dorado,  PR,  Fajardo,  PR,  Florida,  PR,  Guaynabo,  PR,  Humacao,  PR,  Juncos,  PR,  Los  Piedras,  PR, 
Loiza,  PR,  Luguillo,  PR,  Manati,  PR,  Naranlito,  PR,  Rio  Grande,  PR,  San  Juan,  PR,  Toa,  Alta,  PR, 

Toa  Baia,  PR,  Trojiilo  Alto,  PR,  Vega  Alta,  PR,  Vega  Baja,  PR)  4991 

Santa  Barbara-Santa  Mariaslompoc,  CA,  Santa  Barbara,  CA)   1.1779 

Santa  Cruz,  CA   1.1829 

Santa  Fe,  NM  (Los  Alamos,  NM,  Santa  Fe,  NM)  9170 

Santa  Rosa-Petaluma,  CA  (Sonoma,  CA)   1.2968 

Sarasota,  FL  9790 

Savannah,  GA  (Chatham,  GA,  Effingham,  GA)  8335 
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Scranton-Wilkes  Barre,  PA  (Columbia,  PA,  Lackawanna,  PA,  Luzerne,  PA,  Monroe,  PA,  Wyoming, 

PA)  8923 

Seattle,  WA  (King,  WA,  Snohomish,  WA)   1.0881 

Sharon,  PA  (Mercer,  PA)  9180 

Sheboygan,  Wl  8880 

Sherman-Denison,  TX  (Grayson,  TX)   .9097 

Shreveport,  LA  (Bossier,  LA,  Caddo,  LA)  9308 

Sioux  City,  IA-NE  (Woodbury,  IA,  Dakota,  NE)  8511 

Sioux  Falls,  SD  (Minnehaha,  SD)  8841 

South  Bend-Mishawaka,  IN  (St.  Joseph,  IN)   1.0076 

Spokane,  WA   1.0701 

Springfield,  IL  (Menard,  IL,  Sangamon,  IL)   .9304 

Springfield,  MO  (Christian,  MO,  Greene,  MO)  8089 

Springfield,  MA  (Hampden,  MA,  Hampshire,  MA)   .9632 

State  College,  PA  (Centre,  PA)  9910 

Steubenville-Weirton,  OH-WV  (Jefferson,  OH,  Brooke,  WV,  Hancock,  WV)  8720 

Stockton,  CA  (San  Joaquin,  CA)   1.1623 

Syracuse,  NY  (Madison,  NY,  Onondaga,  NY,  Oswego,  NY)  9570 

Tacoma,  WA  (Pierce,  WA)  9877 

Tallahassee,  FL  (Gadsden,  FL,  Leon,  FL)   .9229 

Tampa-St.  Petersburg-Clearwater,  FL  (Hernando,  FL,  Hillsborough,  FL,  Pasco,  FL,  Pinellas,  FL)   .9196 

Terre  Haute,  IN  (Clay,  IN,  Vigo,  IN)  8766 

Texarkana-TX-Texarkana,  AR  (Miller,  AR,  Bowie,  TX)  8050 

Toledo,  OH  (Fulton,  OH,  Lucas,  OH,  Wood,  OH)  9002 

Topeka,  KS  (Shawnee,  KS)  9311 

Trenton,  NJ  :   1.0216 

Tucson,  AZ  (Pima,  AZ)  9628 

Tulsa,  OK  (Creeks,  OK,  Osage,  OK,  Rogers,  OK,  Tulsa,  OK,  Wagoner,  OK)  8540 

Tuscaloosa,  AL  !   .8529 

Tyler,  TX  (Smith,  TX)  9847 

Utica-Rome,  NY  (Herkimer,  NY,  Oneida,  NY)  8162 

Vallejo-Fairfield-Napa,  CA  (Napa,  CA,  Solano,  CA)   1.2929 

Vancouver,  WA  (Clark,  WA)   1.0722 

Victoria,  TX  9002 

Vineland-Millville-Bridgeton,  NJ  (Cumberland,  NJ)  9768 

Visalia-Tulare-Porterville,  CA  (Tulare,  CA)   1.0402 

Waco,  TX  (McLennan,  TX)  7822 

Washington,  D.C.-MD-VA  (District  of  Columbia,  DC,  Calvert,  MD,  Charles,  MD,  Frederick,  MD, 
Montgomery,  MD,  Prince  Georges,  MD,  Alexandria  City,  VA,  Arlington,  VA,  Fairfax,  VA,  Fairfax 
City,  VA,  Falls  Church  City,  VA,  Loudoun,  VA,  Manassas  City,  VA,  Manassas  Park  City,  VA,  Prince 

William,  VA,  Stafford,  VA)   1.0951 

Waterloo-Cedar  Falls,  IA  (Black  Hawk,  IA,  Bremer,  IA)  8650 

Wausau,  Wl  (Marathan,  Wl)  9757 

West  Palm  Beach-Boca  Raton-Delray  Beach,  FL  (Palm  Beach,  FL)   1.0087 

Wheeling,  WV-OH  (Belmont,  OH,  Marshall,  WV,  Ohio,  WV)  8098 

Wichita,  KS  (Butler,  KS,  Harvey,  KS,  Sedgwick,  KS)  9818 

Wichita  Falls,  TX  (Wichita,  TX)  8179 

Williamsport,  PA  (Lycoming,  PA)  8872 

Wilmington,  DE-NJ-MD  (New  Castle,  DE,  Cecil,  MD,  Salem,  NJ)   1.0879 

Wilmington,  NC  (New  Hanover,  NC)  8720 

Worcester-Fitchburg-Leominster,  MA  (Worcester,  MA)   1.0740 

Yakima,  WA   1.0120 

York,  PA  (Adams,  PA,  York,  PA)  8981 

Youngstown-Warren,  OH  (Mahoning,  OH,  Trumball,  OH)  9875 

Yuba  City,  CA  (Sutter,  CA,  Yuba,  CA)   1.0176 

Yuma,  AZ  8893 


Source:  Federal  Register,  August  30,  1991. 
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TABLE  20.— WAGE  INDEX  FOR  RURAL  AREAS 


Nonurban  area 


Wage  index 


Nonurban  area 


Wage  index 


Alabama   0.7127 

Alaska   1.3529 

Arizona   .8604 

Arkansas   .6973 

California   1.0151 

Colorado  8416 

Connecticut   1.1916 

Delaware  8580 

Florida  8738 

Georgia  7770 

Hawaii  9627 

Idaho  8961 

Illinois  7707 

Indiana  7807 

Iowa  7534 

Kansas   .7454 

Kentucky  7800 

Louisiana   .7391 

Maine  8362 

Maryland  8069 

Massachusetts   1.1723 

Michigan  8822 

Minnesota  8316 

Mississippi   .6963 

Missouri   .7218 

Montana  8262 


Nebraska   .7001 

Nevada  9711 

New  Hampshire   .9555 

New  Jersey 1  

New  Mexico   .8325 

New  York   .8409 

North  Carolina  7888 

North  Dakota  7726 

Ohio  8461 

Oklahoma  7407 

Oregon  9615 

Pennsylvania   .8621 

Puerto  Rico  4337 

Rhode  Island  1  

South  Carolina  7657 

South  Dakota  7175 

Tennessee   .7347 

Texas  7596 

Utah  9052 

Vermont  9617 

Virginia  7822 

Virgin  islands 1  

Washington  9644 

West  Virginia  8501 

Wisconsin   .8453 

Wyoming  8465 


1  All  counties  within  the  State  are  classified  urban. 
Source:  Federal  Register.  August  30, 1991. 
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TABLE  21.— WAGE  INDEX  FOR  HOSPITALS  THAT  ARE  RECLASSIFIED 


Area  reclassified  to 


Wage  index 


Area  reclassified  to 


Wage  index 


Abilene,  TX   0.9437 

Akron,  OH  9016 

Albany,  GA  7770 

Albany-Schenectady-Troy,  NY  8931 

Albany-Schenectady-Troy,  NY  (Vermont 

Hospitals)  9617 

Albuquerque,  NM  9951 

Alexandria,  LA   .8283 

Allentown-Bethlehem-Easton,  PA-NJ  9265 

Altoona,  PA   .9247 

Amarillo,  TX  '  .8747 

Anaheim-Santa  Ana,  CA   1.1901 

Anchorage,  AK   1.4028 

Ann  Arbor,  Ml   1.1073 

Appleton-Oshkosh-Neenah,  Wl   .9002 

Asheville,  NC  8492 

Atlanta,  GA   .9604 

Augusta,  GA-SC  9409 

Aurora-Elgin,  IL  8979 

Baltimore,  MD   1.0165 

Bangor,  ME   .9072 

Baton  Rouge,  LA  9097 

Battle  Creek,  Ml   9107 

Beaver  County,  PA  9679 

Benton  Harbor,  Ml  7713 

Benton  Harbor,  Ml  (Michigan  Hospitals)  8822 

Billings,  MT  9098 

Biloxi-Gulfport,  MS  7917 

Binghamton,  NY  8952 

Birmingham,  AL  8777 

Bismarck,  ND  8851 

Bloomington,  IN  7848 

Boise  City,  ID   1.0120 

Boston-Lawrence-Salem-Lowell-Brockton, 

MA   1.1661 

Boston-Lawrence-Salem-Lowell-Brockton, 

MA  (Massachusetts  Hospitals)   1.1723 

Bremerton,  WA   1.0375 

Buffalo,  NY  8797 

Burlington,  VT  9025 

Burlington,  VT  (Vermont  Hospitals)  9617 

Caguas,  PR  4592 

Canton,  OH  8461 

Casper,  WY  8899 

Charleston,  SC  8178 

Charleston,  WV  9547 

Charlotte-Gastonia-Rock  Hill,  NC-SC  9325 

Charlottesville,  VA  9382 

Chattanooga,  TN-GA  9010 

Cheyenne,  WY  7729 

Chicago,  IL   1.0527 

Chico,  CA   1.1062 

Cincinnati,  OH-KY-IN  9830 

Cleveland,  OH   1.0484 

Columbia,  MO  9272 

Columbia,  SC  8756 

Columbia,  GA-AL  7577 

Columbus,  OH  9528 

Corpus  Christi,  TX  8602 

Dallas,  TX  9447 


Davenport-Rock  Island-Moline,  IA-IL   .8350 

Dayton-Springfield,  OH  9100 

Daytona  Beach,  FL   .8951 

Denver,  CO   1.0767 

Des  Moines,  IA  9051 

Detroit,  Ml   1.0837 

Dothan,  AL  7576 

Dubuque,  IA  8128 

Dubuque,  IA  (Wisconsin  Hospitals)  8453 

Duluth,  MN-WI  9526 

Eau  Claire,  Wl  8495 

Elkhart-Goshen,  IN  8589 

Elmira,  NY  8699 

Enid,  OK  8418 

Erie,  PA  9164 

Eugene-Springfield,  OR   1.0174 

Evansville,  IN-KY  9284 

Fargo-Moorhead,  ND-MN  9325 

Fayetteville,  NC  7886 

Fayetteville-Springdale,  AR  7997 

Flint,  Ml   1.1347 

Florence,  AL  7724 

Florence,  SC  8436 

Fort  Lauderdale-Hollywood-Pompano 

Beach,  FL   1.0383 

Fort  Myers-Cape  Coral,  FL  9808 

Fort  Pierce,  FL   1.0313 

Fort  Walton  Beach,  FL  8949 

Fort  Wayne,  IN  8672 

Fort  Worth-Arlington,  TX  9498 

Fresno,  CA   1.0633 

Galveston-Texas  City,  TX  9459 

Gary-Hammond,  IN  8927 

Grand  Forks,  ND   .9216 

Grand  Rapids,  Ml   .9892 

Great  Falls,  MT  9330 

Greeley,  CO  9366 

Green  Bay,  Wl  9340 

Greensboro-Winston-Salem-High  Point, 

NC  8912 

Greenville-Spartanburg,  SC  8766 

Hagerstown,  MD  8766 

Hamilton-Middletown,  OH  8229 

Harrisburg-Lebanon-Carlisle,  PA  9438 

Hartford-Middletown-New  Britain-Bristol, 

CT   1.1825 

Hickory,  NC  8592 

Honolulu,  HI   1.1591 

Houston,  TX  9788 

Huntington-Ashland,  WV-KY-OH  9263 

Huntsville,  AL  8488 

Indianapolis,  IN  9609 

Iowa  City,  IA  9336 

Jackson,  Ml  8833 

Jackson,  MS  7740 

Jackson,  TN  7969 

Jacksonville,  FL  9059 

Johnson  City-Kingsport-Bristol,  TN-VA  8676 

Joliet,  IL   1.0221 

Joplin,  MO  7888 
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TABLE  21.— WAGE  INDEX  FOR  HOSPITALS  THAT  ARE  RECLASSIFIED— Continued 


Area  reclassified  to 


Wage  index 


Area  reclassified  to 


Wage  index 


Kalamazoo,  Ml   1.251 

Kansas  City,  KS-MO  9597 

Knoxville,  TN  8700 

Kokomo,  IN   8922 

LaCrosse,  Wl  8784 

Lafayette,  LA   .8234 

Lafayette,  IN  8440 

Lake  Charles,  LA  8382 

Lancaster,  PA  9266 

Lansing-East  Lansing,  Ml   1.0120 

Las  Vegas,  NV   1.0641 

Lawton,  OK  8284 

Lewiston-Auburn,  ME   .9065 

Lexington-Fayette,  KY  8331 

Lincoln,  NE  8469 

Little  Rock-North  Little  Rock,  AR  8250 

Longview-Marshall,  TX  8699 

Lorain-Elyria,  OH  8919 

Los  Angeles-Long  Beach,  CA   1.2366 

Louisville,  KY-IN  8977 

Lubbock,  TX  8798 

Lynchburg,  VA  8397 

Macon-Warner  Robins,  GA  8625 

Madison,  Wl   1.0024 

Manchester-Nashua,  NH   1.0139 

Mansfield,  OH  8461 

Medford,  OR  9893 

Memphis,  TN-AR-MS  8889 

Midland,  TX   1.0386 

Milwaukee,  Wl  9594 

Minneapolis-St.  Paul,  MN-WI   1.0828 

Mobile,  AL  8327 

Modesta,  CA   1.1593 

Monroe,  LA  7763 

Montgomery,  AL  7745 

Muncie,  IN  8075 

Muskegon,  Ml  9491 

Nashville,  TN  9406 

New  London-Norwich,  CT   1.1273 

New  Orleans,  LA  8909 

New  York,  NY   1.3479 

Newark,  NJ   1.1242 

Norfolk-Virginia  Beach-Newport  News,  VA...  .8523 

Oakland,  CA   1.4532 

Odessa,  TX   1.0849 

Oklahoma  City,  OK  9153 

Olympia,  WA   1.0400 

Omaha,  NE-IA  8997 

Orange  County,  NY  9205 

Orlando,  FL  9629 

Owensboro,  KY  8158 

Parkersburg-Marietta,  WV-OH  8547 

Peoria,  IL  8717 

Philadelphia,  PA-NJ   1.0853 

Phoenix,  AZ   1.0438 

Pine  Bluff,  AR  7765 

Pittsburgh,  PA   1.0137 

Portland,  ME  9143 

Portland,  OR   1.1583 

Portsmouth-Dover-Rochester,  NH   1.0011 

sie,  NY  9973 


Providence-Pawtucket-Woonsocket,  Rl.... 
Providence-Pawtucket-Woonsocket,  Rl 

(Massachusetts  Hospitals)  

Provo-Orem,  UT  

Raleigh-Durham,  NC  

Rapid  City,  SD  

Reading,  PA  

Redding,  CA  

Reno,  NV  

Roanoke,  VA  

Rochester,  NY  

Rockford,  IL  

Sacramento,  CA  

Saginaw-Bay  City-Midland,  Ml  

St.  Cloud,  MN  

St.  Louis,  MO-IL  

Salem,  OR  

Salinas-Seaside-Monterey,  CA  

San  Angelo,  TX  

San  Antonio,  TX  

San  Diego,  CA  

San  Francisco,  CA  

San  Jose,  CA  

San  Juan,  PR  

Santa  Barbara-Santa  Maria-Lompoc,  CA. 

Santa  FE,  NM  

Santa  Rosa-Petaluma,  GA  

Sarasota,  FL  

Scranton-Wilkes-Barre,  PA  

Seattle,  WA  

Sharon,  PA  

Sheboygan,  Wl  

Shreveport,  LA  

Sioux  City,  IA-NE  

Sioux  Falls,  SD  

South  Bend-Mishawaka,  IN  

Springfield,  IL  

Springfield,  MO  

State  College,  PA  

Steubenville-Weirton,  OH-WV.  (Ohio 

Hospitals)  

Steubenville-Weirton,  OH-WV.  (West 

Virginia  Hospitals  

Syracuse,  NY  

Tacoma,  WA  

Tallahassee,  FL  

|  Tampa-St.  Petersburg-Clearwater,  FL  

Terre  Haute,  IN  

Texarkana,  TX-Texarkana,  AR  

Toledo,  OH  

Topeka,  KS  

Tucson,  AZ   

Tulsa,  OK  

Tuscaloosa,  AL  

Tyler,  TX  

Vancouver,  WA  

Victoria,  TX  

Waco,  TX  

Washington,  DC-MD-VA  

Waterloo-Cedar  Falls,  IA  

Wausau,  Wl  


1.0657 

1.1723 
1.0239 
.9229 
.8291 
.8734 
1.0415 
1.1448 
.8292 
.9594 
.9103 
1.2244 
1.0154 
.8927 
.9397 
1.0243 
1.2910 
.8147 
.8450 
1.1945 
1.4404 
1.4549 
.4991 
1.1598 
.9170 
1.2968 
.9593 
.8923 
1.0729 
.9074 
.8679 
.9308 
.8331 
.8841 
.9695 
.9202 
.7966 
.9337 

.8461 

.8501 
.9405 
.9877 
.8861 
.9196 
.8659 
.8050 
.9002 
.9311 
.9628 
.9540 
.8294 
.9288 
1.0112 
'  .9002 
.7822 
1.0951 
.8650 
.9155 


51-564   O— 92  14 
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TABLE  21.— WAGE  INDEX  FOR  HOSPITALS  THAT  ARE  RECLASSIFIED— Continued 


Area  reclassified  to 


Wage  index 


Area  reclassified  to 


Wage  index 


West  Palm  Beach-Boca  Raton-Delray  

Beach,  FL   1.0087 

Wichita,  KS  9596 

Wichita  Falls,  TX  8179 

Williamsport,  PA  8715 

Wilmington,  NC  8720 

Yakima,  WA  9995 

Youngstown-Warren,  OH   .9532 

Rural  California   1.0151 

Rural  Georgia  7770 

Rural  Illinois  7707 

Rural  Indiana  8707 

Rural  Iowa  7534 

Rural  Kansas  7454 

Rural  Kentucky  7800 

Rural  Louisiana  7391 


Rural  Michigan  8822 

Rural  Minnesota   .8316 

Rural  Missouri  7218 

Rural  Nevada  9388 

Rural  New  Hampshire  9555 

Rural  North  Carolina  7888 

Rural  Ohio  8461 

Rural  Oklahoma  7407 

Rural  Pennsylvania  8621 

Rural  South  Dakota  7175 

Rural  Utah  9052 

Rural  Washington  9452 

Rural  West  Virginia  8501 

Rural  Wisconsin  8453 

Rural  Wyoming  8296 


Source:  Federal  Register,  Aug.  30,  1991 
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APPENDIX  E.  MEDICARE  REIMBURSEMENT  TO  PHYSICIANS 


Physician  Payment  Reform 

The  Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA  1989) 
provided  for  the  implementation,  beginning  January  1,  1992,  of  a 
new  payment  system  for  physicians'  services  paid  for  by  Medicare. 
A  new  fee  schedule  payment  system  replaces  the  previous  reasona- 
ble charge  payment  system.  The  new  system  was  enacted  in  re- 
sponse to  two  principal  concerns.  The  first  was  the  rapid  escalation 
in  program  payments.  Over  the  1965-89  period,  Medicare  spending 
for  physicians'  services  had  increased  at  an  average  annual  rate  of 
11.7  percent,  outstripping  both  the  increase  in  medical  care  infla- 
tion and  the  rate  of  growth  in  the  number  of  Medicare  enrollees. 
The  second  concern  was  that  the  use  of  the  reasonable  charge  pay- 
ment had  led,  in  many  cases,  to  payments  which  were  not  directly 
related  to  the  resources  used. 

Under  the  new  system,  payments  are  made  under  a  fee  schedule 
which  is  based  on  a  resource-based  relative  value  scale  (RBRVS). 
The  new  system  is  being  phased  in  over  the  1992-96  period.  OBRA 
1989  also  created  a  volume  performance  standard  to  moderate  the 
rate  of  growth  in  physician  expenditures.  Further,  it  increased  pro- 
tections for  beneficiaries  by  placing  more  stringent  limits  on 
amounts  that  physicians  can  bill  in  excess  of  Medicare's  approved 
payment  amount.  Taken  together,  these  three  elements  are  re- 
ferred to  as  the  three-part  physician  payment  reform  package.  The 
legislation  also  authorized  increased  funding  for  research  on  pa- 
tient outcomes  for  selected  medical  treatments  and  surgical  proce- 
dures to  assess  their  appropriateness,  necessity,  and  effectiveness. 
The  Omnibus  Budget  Reconciliation  Act  of  1990  (OBRA  1990)  in- 
cluded minor  changes  in  the  OBRA  1989  provisions. 

The  Department  of  Health  and  Human  Services  (DHHS)  issued 
final  implementing  regulations  on  November  25,  1991. 

MEDICARE  FEE  SCHEDULE 

The  Secretary  of  DHHS  is  required  to  establish  a  fee  schedule 
before  January  1  of  each  year  that  sets  payment  amounts  for  all 
physicians'  services  furnished  in  all  fee  schedule  areas  for  the  year. 
The  fee  schedule  amount  for  a  service  is  equal  to  the  product  of: 
The  relative  value  for  the  service; 

The  geographic  adjustment  factor  (GAF)  for  the  service  for 
the  fee  schedule  area;  and 

The  national  dollar  conversion  factor  for  the  year. 
Relative  value  unit.  The  relative  value  unit  (RVU)  for  each  serv- 
ice has  three  components. 

The  physician  work  component  reflects  physician  time  and 
intensity,  including  activities  before  and  after  patient  contact. 
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The  practice  expense  or  overhead  component  includes  all  cate- 
gories of  practice  expenses  (exclusive  of  malpractice  liability 
insurance  costs).  Included  are  office  rents,  employee  wages, 
physician  compensation,  and  physician  fringe  benefits. 

The  malpractice  expense  component  reflects  costs  of  obtaining 
malpractice  insurance. 
The  proportion  that  each  component  represents  of  the  total  RVU 
varies  by  service. 

Geographic  adjustment  factor.  The  second  major  factor  used  in 
calculation  of  the  fee  schedule  is  the  geographic  adjustment  factor 
(GAF)  for  the  fee  schedule  area.  There  are  currently  233  fee  sched- 
ule areas  nationwide. 

The  GAF  is  designed  to  account  for  geographic  variations  in  the 
costs  of  practicing  medicine  and  obtaining  malpractice  insurance  as 
well  as  a  portion  of  the  difference  in  physicians'  incomes  that  is 
not  attributable  to  these  factors. 

The  GAF  is  the  sum  of  three  indices.  Separate  geographic  prac- 
tice cost  indices  (GPCIs)  have  been  developed  for  each  of  the  three 
components  of  the  RVU,  namely  a  work  GPCI,  a  practice  expense 
or  overhead  GPCI,  and  a  malpractice  GPCI.  In  effect,  a  separate  ge- 
ographic adjustment  is  made  for  each  component.  However,  as  re- 
quired by  law,  only  one-quarter  of  the  geographic  variation  in  phy- 
sician work  resource  costs  is  taken  into  account  in  the  formula. 
(Table  24  at  the  end  of  this  chapter  shows  the  GAF  values  for  each 
of  the  233  fee  schedule  areas  nationwide.) 

The  three  GPCI-adjusted  RVU  values  are  summed  to  produce  an 
indexed  RVU  for  each  locality. 

Conversion  factor.  The  conversion  factor  is  a  dollar  multiplier 
which  converts  the  geographically  adjusted  relative  value  for  a 
service  to  an  actual  payment  amount  for  the  service.  The  law  re- 
quires the  establishment  of  an  initial  dollar  conversion  factor.  The 
conversion  factor  is  updated  annually  beginning  in  1992. 

The  law  required  the  calculation  of  an  initial  dollar  conversion 
factor  which  is  budget  neutral  relative  to  1991  predicted  expendi- 
ture levels.  This  means  that  if  the  initial  conversion  factor  had  ap- 
plied in  1991,  Medicare  spending  would  equal  what  was  projected 
to  be  spent  under  the  reasonable  charge  payment  system  in  that 
year.  The  law  also  contained  provisions  relating  to  payment  calcu- 
lations during  the  1992-96  phasein  period;  these  are  the  transition 
provisions.  The  Department's  final  implementing  regulations  in- 
cluded an  adjustment  to  reconcile  the  calculations  required  under 
both  the  budget  neutrality  and  transition  provisions.  (This  adjust- 
ment to  the  "adjusted  historical  payment  basis"  is  discussed  under 
' Transition  rules,"  below.) 

The  initial  dollar  conversion  factor  was  set  at  $30.42.  The  1992 
update  was  set  at  1.9  percent.  (See  discussion  of  update  calculation 
below.)  Therefore  the  1992  conversion  factor  is  $31,001. 
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Payment  formula.  In  simplified  terms  the  payment  for  each  serv- 
ice is  calculated  as  follows: 

PAYMENT  =    CF  x    [(RVUwork  x  GPCIwork)  + 

(RVUpractjce  expense  X  GPCIpractice  expense)  ~\~ 
(RVTJmaipractice  X  GPCImaipractice)] 

Where: 

CF  =  conversion  factor 

RVUwork  =  physician  work  relative  value  units  for  the  service; 

GPCIwork= geographic  practice  cost  index  value  for  physician 
work  in  the  locality  (the  value  reflects  only  one-quarter  of  the  vari- 
ation in  physician  work  as  required  by  law); 

RVUpractice  expense  =  practice  expense  or  overhead  relative  value 
units  for  the  service; 

GPCIpractice  expense = geographic  practice  cost  index  value  for  prac- 
tice expense  or  overhead  applicable  in  the  locality; 

RVUmalpractice  =  malpractice  relative  value  units  for  the  service; 

GPCImaiPractice= geographic  practice  cost  index  value  for  malprac- 
tice applicable  in  the  locality. 

Transition  rules.  The  law  establishes  specific  payment  rules  for 
the  1992-1996  phase-in  period.  To  determine  payments  in  1992, 
comparisons  are  made  between  the  fee  schedule  amount  and  the 
"adjusted  historical  payment  basis"  (AHPB)  in  the  payment  locali- 
ty. Generally,  the  AHPB  is  equal  to  the  average  Medicare  allow- 
ance for  the  service  in  the  locality  in  1991,  updated  to  1992.  Imple- 
menting regulations  applied  a  5.5  percent  downward  adjustment  to 
this  amount  in  order  to  maintain  budget  neutrality  over  the  5-year 
transition  period. 

If  the  reduced  AHPB  in  a  locality  is  less  than  15  percent  over  or 
under  the  fee  schedule  amount,  payments  are  made  on  the  basis  of 
the  fee  schedule  beginning  in  1992.  A  transition  is  provided  in  the 
case  of  differences  larger  than  15  percent.  In  1992,  the  reduced 
AHPB  amounts  are  increased  or  decreased  by  15  percent  of  the  fee 
schedule  anmount,  whichever  is  appropriate.  Thus,  for  a  service 
more  than  15  percent  below  the  fee  schedule  the  payment  equals 
the  reduced  AHPB  plus  15  percent  fee  schedule  amount.  For  a 
service  more  than  15  percent  above  the  fee  schedule,  the  payment 
equals  the  reduced  AHPB  minus  15  percent  fee  schedule  amount.1 

For  1993-95,  payment  is  based  on  a  blend  of  the  previous  year's 
amount  (updated  to  the  current  year)  and  the  fee  schedule  amount; 
over  the  period,  a  gradually  increasing  portion  is  based  on  the  fee 
schedule.  In  1993,  75  percent  is  based  on  the  previous  year's 
amount  adjusted  by  the  update  factor  specified  for  the  year  and  25 
percent  is  based  on  the  fee  schedule  amount  for  the  year.  The  per- 
centage attributable  to  the  previous  year's  fee  is  reduced  to  67  per- 
cent in  1994  and  50  percent  in  1995.  All  services  are  paid  on  the 
basis  of  the  fee  schedule  beginning  in  1996. 


1  Special  transition  rules  apply  to  radiology  services.  If  the  AHPB  exceeds  109  percent  of  the 
fee  schedule  amount  (rather  than  the  15  percent  applicable  to  other  services),  the  payment 
amount  is  the  AHPB  minus  9  percent  of  the  fee  schedule  amount  (rather  than  15  percent). 
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MEDICARE  VOLUME  PERFORMANCE  STANDARDS;  CONVERSION  FACTOR 

UPDATE 

A  key  element  of  the  fee  schedule  is  the  conversion  factor.  One 
consideration  in  establishing  the  annual  update  in  the  conversion 
factor  is  whether  efforts  to  stem  the  annual  rate  of  growth  in  phy- 
sician payments  have  succeeded.  This  is  measured  by  the  Medicare 
volume  performance  standard  (MVPS). 

Medicare  volume  performance  standards.  The  law  requires  the 
calculation  of  annual  MVPSs,  which  are  standards  for  the  rate  of 
expenditure  growth.  The  purpose  of  these  standards  is  to  provide 
an  incentive  for  physicians  to  get  involved  in  efforts  to  stem  ex- 
penditure increases.  The  relationship  of  actual  expenditures  to  the 
MVPS  is  one  factor  used  in  determining  the  annual  update  in  the 
conversion  factor. 

Implementation  of  the  MVPS  provision  began  in  fiscal  year  1990. 
OBRA  1989  effectively  set  a  performance  standard  rate  of  increase 
for  fiscal  year  1990  (9.1  percent)  for  all  physicians'  services  and 
specified  a  process  for  determining  the  standard  in  future  years. 
OBRA  1990  specified  that  the  fiscal  year  1991  MVPS  rates  of  in- 
crease were  to  be  set  at  the  estimated  baseline  percentage  increase 
in  expenditures,  minus  2  percentage  points.  OBRA  1990  also  pro- 
vided, beginning  for  fiscal  year  1991,  for  the  calculation  of  a  stand- 
ard for  all  physicians'  services,  and  for  two  subcategories  of  physi- 
cians' services:  surgical  services  and  other  services.  Thus,  the  fiscal 
year  1991  MVPS  was  7.3  percent  for  all  physicians'  services,  3.3 
percent  for  surgical  services  and  8.6  percent  for  nonsurgical  serv- 
ices. 

Generally,  the  Congress  is  expected  to  specify  the  performance 
standard.  The  Secretary  of  DHHS  is  required  to  make  a  recommen- 
dation to  the  Congress  by  April  15  each  year.  In  making  the  recom- 
mendation, the  Secretary  is  to  consider  inflation,  changes  in  the 
number  of  part  B  enrollees,  changes  in  technology,  appropriateness 
of  care,  and  access  to  care.  The  Physician  Payment  Review  Com- 
mission (PhysPRC),  a  Congressional  advisory  body,  is  required  to 
review  the  Secretary's  recommendation  and  submit  its  own  recom- 
mendation by  May  15. 

As  noted,  the  Congress  is  generally  expected  to  establish  the 
MVPS.  However,  if  Congress  does  not  specify  the  standard,  a  so- 
called  default  mechanism,  which  is  specified  in  law,  is  used.  The 
default  standard  is  the  product  of  numbers  representing  the  follow- 
ing comparisons: 

Secretary's  estimate  of  the  weighted  average  percentage  in- 
crease in  physicians'  fees  for  services  in  the  portions  of  the  cal- 
endar years  included  in  the  fiscal  year  involved; 

Secretary's  estimate  of  the  percentage  change  from  the  pre- 
vious year  in  the  number  of  part  B  enrollees; 

Secretary's  estimate  of  the  average  annual  percentage 
growth  in  volume  and  intensity  of  services  for  the  5  fiscal  year 
period  ending  with  the  preceding  fiscal  year;  and 

Secretary's  estimate  of  the  percentage  change  in  physician 
expenditures  in  the  fiscal  year  (not  taken  into  account  above) 
which  will  result  from  changes  in  law  or  regulations. 
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This  product  is  reduced  by  a  specified  amount,  i.e.,  1  percentage 
point  in  fiscal  year  1991,  IV2  percentage  points  in  fiscal  year  1992, 
and  2  percentage  points  in  subsequent  years.  (The  amount  of  the 
reduction  is  referred  to  as  the  "performance  standard  factor.") 

The  MVPS  for  fiscal  year  1992  is  based  on  the  default  formula.  It 
is  set  at  10.0  percent  for  all  physicians  services,  6.5  percent  for  sur- 
gical services  and  11.2  percent  for  nonsurgical  services  (see  table  1). 

TABLE  1.— MEDICARE  VOLUME  PERFORMANCE  STANDARDS 

[In  percent] 

Fiscal  year  Surgical      Nonsurgical  All 


1990, 
1991, 
1992, 


t1) 

I1) 

9.1 

3.3 

8.6 

7.3 

6.5 

11.2 

10.0 

1  Separate  performance  standards  for  surgical  and  nonsurgical  services  not  required  for  fiscal  year  1990. 

Conversion  factor  update.  Annual  updates  in  payments  under  the 
fee  schedule  are  made  by  updating  the  dollar  conversion  factor. 
The  Congress  is  generally  expected  to  specify  the  percentage  in- 
crease in  the  conversion  factor.  In  April  of  each  year  (beginning  in 
1991),  the  Secretary  of  DHHS  is  required  to  recommend  to  the  Con- 
gress an  update  (or  updates)  in  the  conversion  factor  for  the  follow- 
ing year. 

In  making  the  update  recommendation,  the  Secretary  is  required 
to  consider  a  number  of  factors  including  the  percentage  change  in 
actual  expenditures  in  the  preceding  fiscal  year  compared  to  the 
MVPS  for  that  year,  changes  in  volume  and  intensity  of  services, 
beneficiary  access  to  care,  and  the  increase  in  the  Medicare  Eco- 
nomic Index  (MEI).  The  MEI  is  a  percentage  figure  which  is  revised 
annually;  it  has  been  used  in  the  program  to  limit  annual  increases 
in  recognized  fees.  The  MEI  is  generally  intended  to  reflect  annual 
increases  in  the  costs  of  operating  a  medical  practice;  however,  for 
several  years  the  MEI  percentage  was  set  by  the  Congress.  (See 
table  2  for  a  history  of  MEI  updates.) 

The  PhysPRC  is  required  to  review  the  Secretary's  update  recom- 
mendation and  submit  its  own  recommendation  to  Congress  by 
May  15. 

The  Congress  either  specifies  the  update  to  the  conversion  factor 
or  a  default  formula,  specified  in  law,  applies.  The  default  fee 
update  is  equal  to  the  Secretary's  estimate  of  the  MEI  increased  or 
decreased  by  the  percentage  difference  between  the  increase  in 
actual  expenditures  and  the  MVPS  for  the  second  preceding  fiscal 
year.  (Thus,  the  1992  update  reflects  actual  fiscal  year  1990  experi- 
ence.) However,  the  law  specifies  a  lower  limit  on  the  default 
update.  The  minimum  update  is  the  MEI  minus  2  percentage 
points  in  1992  and  1993,  MEI  minus  2V2  percentage  points  in  1994 
and  1995,  and  MEI  minus  3  percentage  points  in  the  subsequent 
years. 
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TABLE  2.— MEDICARE  ECONOMIC  INDEX  AND  PERCENTAGE  INCREASES  OVER  PRIOR 

PERIOD,  1973-92 


Annual 

Fee  screen  period  Index  value  increase 

(percent) 


July  1,  1973   1.000  NA 

July  1,  1975  to  June  30,  1976   1.179  17.90 

July  1, 1976  to  June  30, 1977    1.276  8.23 

July  1, 1977  to  June  30, 1978  i.   1.357  6.35 

July  1, 1978  to  June  30, 1979   1.426  5.08 

July  1, 1979  to  June  30, 1980   1.533  7.50 

July  1, 1980  to  June  30, 1981    1.658  8.15 

July  1, 1981  to  June  30, 1982    1.790  7.96 

July  1, 1982  to  June  30, 1983    1.949  8.88 

July  1, 1973  to  June  30, 1984   2.063  5.85 

July  1,  1984  to  Apr.  30,  1986   2.063  *0 

May  1,  1986  to  Dec.  31, 1986  .   2.148  2  4.15 

Jan.  1, 1987  to  Mar.  31, 1988   2.217  3  3.20 

Primary  care  services: 

Apr.  1, 1988  to  Dec.  31, 1988   2.297  4  3.60 

Jan.  1, 1989  to  Mar.  31, 1990   2.366  5  3.00 

Apr.  1, 1990  to  Dec.  31,  1990   2.465  6  4.20 

Jan.  1, 1991  to  Dec.  31,  1991    2.515  2.00 

Jan.  1, 1992  to  Dec.  31, 1992   2.593  2.20 

Other  services: 

Apr.  1,  1988  to  Dec.  31,  1988   2.239  4  1.00 

Jan.  1, 1989  to  Mar.  31, 1990   2.262  5  1.00 

Apr.  1, 1990  to  Dec.  31, 1990   2.307  7  2.00 

Jan.  1,  1991  to  Dec.  31, 1991    2.307  0 

Jan.  1, 1992  to  Dec.  31, 1992   2.381  3.20 

Anesthesiology,  radiology  and  overvalued  procedures:  8 

Apr.  1, 1990  to  Dec.  31, 1990   2.262  0 

Jan.  1, 1991  to  Dec.  31, 1991    2.262  0 

Jan.  1, 1992  to  Dec.  31, 1992   2.334  3.20 


1  MEI  was  held  constant  during  fee  freeze. 

2  Percentage  increase  was  mandated  by  Public  Law  99-272  and  applied  only  to  participating  physicians. 

3  Percentage  increase  was  mandated  by  Public  Law  99-509  and  applied  to  both  participating  and 
nonparticipating  physicians.  Prevailing  charges  of  nonparticipating  physicians  were  96  percent  of  the  prevailing 
charges  for  participating  physicians. 

4  Percentage  increase  was  mandated  by  Public  Law  100-203.  Prevailing  charges  for  services  provided  by 
nonparticipating  physicians  are  95.5  percent  of  the  prevailing  charges  for  participating  physicians. 

5  Percentage  increase  was  mandated  by  Public  Law  100-203.  Prevailing  charges  for  services  provided  by 
nonparticipating  physicians  are  95  percent  of  the  prevailing  charges  for  participating  physicians. 

6  Prevailing  charges  for  services  provided  by  nonparticipating  physicians  are  95  percent  of  the  prevailing 
charges  for  participating  physicians. 

7  Percentage  increase  was  mandated  by  P.L.  100-239.  Prevailing  charges  for  services  provided  by 
nonparticipating  physicians  are  95  percent  of  the  prevailing  charges  for  participating  physicians. 

8  Services  considered  overpriced  are  specified  in  table  2  in  the  "Joint  Explanatory  Statement  of  the 
Committee  of  Conference"  submitted  with  the  conference  report  to  accompany  P.L.  100-239. 

NA— Not  applicable. 
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The  default  update  was  used  for  1992;  it  is  1.9  percent.  This 
figure  was  obtained  by  reducing  the  estimated  1992  MEI  by  the 
amount  that  fiscal  year  1990  expenditure  growth  exceeded  the 
fiscal  year  1990  MVPS.  The  estimated  MEI  for  1992  is  2.8  percent 
(which  reflects  a  one-time  0.4  percentage  point  reduction  required 
by  OBRA  1990).  Expenditure  growth  in  fiscal  year  1990  was  10.0 
percent;  this  is  0.9  percentage  points  higher  than  the  fiscal  year 
1990  MVPS  of  9.1  percent.  Thus,  the  2.8  percent  MEI  increase  is 
reduced  by  0.9  percentage  points  to  arrive  at  an  update  of  1.9  per- 
centage points. 

OBRA  1990  requires  a  separate  calculation  for  surgical  and  non- 
surgical services.  Separate  updates  were  not  calculated  for  1992  be- 
cause separate  MVPSs  (which  are  used  in  the  update  calculation) 
were  not  made  for  fiscal  year  1990. 

LIMITS  ON  BENEFICIARY  LIABILITY 

Medicare  pays  80  percent  of  the  fee  schedule  amount  after  the 
beneficiary  has  met  the  $100  deductible  for  the  year.  The  benefici- 
ary is  responsible  for  the  remaining  20  percent,  known  as  coinsur- 
ance. If  a  physician  does  not  accept  assignment  on  a  claim,  the  ben- 
eficiary may  be  liable  for  additional  charges  known  as  balance  bill- 
ing charges.  However,  the  law  places  certain  limits  on  these  bal- 
ance billing  charges. 

Assignment/participation.  The  new  payment  system  retains  the 
Medicare  concepts  of  assignment  and  participation.  As  under  the 
previous  reasonable  charge  payment  system,  a  physician  is  able  to 
choose  whether  or  not  to  accept  assignment  on  a  claim  paid  under 
the  fee  schedule.  In  the  case  of  an  assigned  claim,  the  physician 
bills  the  program  directly  and  is  paid  an  amount  equal  to  80  per- 
cent of  the  fee  schedule  amount  (less  any  unmet  deductible).  The 
physician  may  not  charge  the  beneficiary  more  than  the  applicable 
deductible  and  coinsurance  amounts.  In  the  case  of  nonassigned 
claims,  the  physician  still  bills  the  program  directly;  however,  Med- 
icare payment  is  made  to  the  beneficiary.  In  addition  to  the  deduct- 
ible and  coinsurance  amounts,  the  beneficiary  is  liable  for  the  dif- 
ference between  the  fee  schedule  amount  and  the  physician's 
actual  charge,  subject  to  certain  limits.  This  is  known  as  the  Bal- 
ance billed  amount. 

A  physician  may  become  a  participating  physician.  A  participat- 
ing physician  is  one  who  voluntarily  enters  into  an  agreement  with 
the  Secretary  of  DHHS  to  accept  assignment  on  all  claims  for  the 
forthcoming  year.  Medicare  patients  of  these  physicians  never  face 
balance  billing  charges. 

The  law  includes  a  number  of  incentives  for  physicians  to 
become  participating  physicians,  chief  of  which  is  higher  recog- 
nized fee  schedule  amounts.  The  fee  schedule  amount  for  a  nonpar- 
ticipating  physician  is  only  95  percent  of  the  recognized  amount  for 
a  participating  physician. 

The  law  specifies  that  physicians  are  required  to  accept  assign- 
ment on  all  claims  for  persons  who  are  dually  eligible  for  Medicare 
and  Medicaid.  This  includes  "qualified  Medicare  beneficiaries' ' 
(QMBs);  these  are  persons  with  incomes  below  poverty  for  whom 
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Medicaid  is  required  to  pay  Medicare  premiums  and  cost-sharing 
charges. 

Balance  billing  limits.  For  several  years,  the  law  has  placed 
limits  on  balance  billing  charges.  From  1987-90,  the  program 
placed  a  physician-specific  limit  on  actual  charges  of  physicians 
which  was  known  as  the  maximum  allowable  actual  charge  or 
(MAAC).  Beginning  in  1991,  new  limits  are  phased  in. 

The  new  limiting  charges  are  set  at  a  maximum  percentage 
above  the  recognized  payment  amount  (the  prevailing  charge  in 
1991  or  the  Medicare  fee  schedule  amount  in  subsequent  years)  for 
nonparticipating  physicians.  Recognized  payment  amounts  for  non- 
participating  physicians  are  95  percent  of  such  amounts  for  partici- 
pating physicians.  The  limiting  charges  are  therefore  a  percentage 
of  this  reduced  amount. 

In  1991,  a  physician's  limiting  charge  was  the  same  percentage 
(not  to  exceed  25  percent)  above  the  1991  recognized  payment 
amount  as  their  1990  MAAC  was  above  the  1990  recognized  pay- 
ment amount.  This  was  referred  to  as  the  125-percent  limit.  In  1991 
only,  the  limit  for  evaluation  and  management  services,  was  140 
percent. 

For  1992,  a  physician's  limiting  charge  is  the  same  percentage 
(not  to  exceed  20  percent)  above  the  1992  payment  amount  as  their 
1991  limiting  charge  was  above  the  1991  recognized  payment 
amount.  This  is  referred  to  as  the  120-percent  limit.  For  1993  and 
subsequent  years,  the  limiting  charge  for  all  physicians  is  115  per- 
cent of  the  fee  schedule  amount  for  nonparticipating  physicians  for 
the  year. 

MEDICAL  CARE  OUTCOMES  AND  EFFECTIVENESS  RESEARCH 

In  the  fourth  part  of  the  physician  payment  reform  package, 
Congress  created  a  new  agency,  the  Agency  for  Health  Care  Policy 
and  Research,  which  replaced  the  then  existing  National  Center 
for  Health  Services  Research  in  the  Public  Health  Service.  The 
mission  of  the  new  agency  is  to  enhance  the  quality,  appropriate- 
ness and  effectiveness  of  health  care  services  and  access  to  such 
services.  These  goals  are  to  be  accomplished  by  establishing  a 
broad  base  of  scientific  research  and  promoting  improvements  in 
the  clinical  practice  of  medicine  and  the  organization,  financing 
and  delivery  of  health  care  services. 

Specifically,  the  agency  is  directed  to  conduct  and  support  re- 
search, demonstration  projects,  evaluations,  training,  guideline  de- 
velopment and  the  dissemination  of  information  on  health  care 
services  and  delivery  systems,  including  activities  on:  (1)  the  effec- 
tiveness, efficiency,  and  quality  of  health  care  services;  (2)  the  out- 
comes of  health  care  services  and  procedures;  (3)  clinical  practice, 
including  primary  care  and  practice-oriented  research;  (4)  health 
care  technologies,  facilities  and  equipment;  (5)  health  care  costs, 
productivity  and  market  forces;  (6)  health  promotion  and  disease 
prevention;  (7)  health  statistics  and  epidemiology;  and  (8)  medical 
liability. 
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Impact  of  Fee  Schedule 

When  DHHS  issued  final  payment  regulations  in  November 
1991,  it  provided  estimates  of  the  impact  of  the  fee  schedule  on 
payments  by  physician  specialty  and  by  State.  Comparisons  are 
provided  for  both  1992  and  1996  between  payments  that  will  be 
made  under  the  new  system  versus  those  that  would  have  been 
made  if  the  reasonable  charge  payment  system  had  remained  in 
place.  The  impact  tables  are  based  on  DHHS  assumptions  regard- 
ing both  the  number  and  type  of  services  that  would  be  provided. 
Of  particular  importance,  is  the  projected  increase  in  the  volume 
and  intensity  of  services.  The  Department  contended  that  past  ex- 
perience suggests  that  implementation  of  the  new  system  will  be 
accompanied  by  increases  in  volume  and  intensity  of  services.  To 
account  for  this  increase,  DHHS  made  a  "baseline  adjustment''  in 
the  conversion  factor.  (In  the  past,  this  type  of  adjustment  has  been 
referred  to  as  a  behavioral  adjustment  or  volume  offset.)  The  effect 
of  this  baseline  adjustment  is  reflected  in  the  impact  tables.  Pay- 
ments per  service  are  estimated  to  decline;  however,  total  Medicare 
payments  are  expected  to  be  exactly  the  same  as  they  would  have 
been  under  the  old  system  in  both  1992  and  1996.  Tables  3  and  4 
show  the  DHHS  estimates  by  physiican  specialty  and  by  State.  It 
should  be  noted  that  these  figures  do  not  reflect  fee  updates  for 
1992  and  subsequent  years. 

Impact  by  specialty.  In  1992,  payments  per  service  for  all  physi- 
cian specialties  are  expected  to  decline  by  3  percent  compared  to 
payments  that  would  have  been  made  under  the  reasonable  charge 
system.  These  reductions  are  due  to  the  net  effect  of  the  baseline 
adjustment.  In  general,  primary  care  physicians  are  expected  to  re- 
ceive higher  payments  per  service,  while  specialty  physicians  are 
expected  to  receive  lower  payments  per  service.  For  example,  pay- 
ments per  service  are  expected  to  increase  by  15  percent  for  family 
practitioners  and  17  percent  for  general  practitioners  in  1992.  The 
largest  decrease  in  payments  per  service  in  1992  are  expected  for 
thoracic  surgeons  (—14  percent),  followed  by  ophthalmologists  and 
anesthesiologists  (both  —11  percent)  and  gastroenterologists,  radi- 
ologists, pathologists,  and  neurosurgeons  (all  — 10  percent). 

The  only  exception  to  the  pattern  of  declining  payments  per  serv- 
ice for  specialties  applies  to  individuals  who  are  sometimes  referred 
to  as  limited  licensed  practitioners.  They  include  optometrists, 
chiropractors  (who  can  only  bill  Medicare  for  one  procedure),  and 
podiatrists.  Payments  to  these  practitioners  are  expected  to  rise  be- 
cause the  relative  values  of  their  services  have  been  undervalued 
in  comparison  to  other  physicians'  services.  In  1992,  payments  per 
service  are  expected  to  increase  by  20  percent  for  optometrists,  12 
percent  for  chiropractors,  and  6  percent  for  podiatrists. 

By  1996,  overall  payments  per  service  for  all  specialties  are  ex- 
pected to  be  6  percent  less  than  they  would  have  been  under  the 
reasonable  charge  payment  system.  The  trend  toward  higher  pay- 
ments for  primary  care  practitioners  and  lower  payments  for  spe- 
cialists continues,  with  the  same  exception  for  limited  licensed 
practitioners.  Payments  per  service  are  expected  to  be  28  percent 
higher  for  family  practitioners  and  27  percent  higher  for  general 
practitioners.  Declines  in  payments  per  service  in  1996  are  project- 
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ed  to  exceed  20  percent  for  the  following  specialties:  anesthesiol- 
ogists and  thoracic  surgeons  (both  —27  percent);  radiologists  (  —  22 
percent;  ophthalmogists  (  —  21  percent);  and  pathologists  (  —  20  per- 
cent). Payments  per  service  are  expected  to  increase  by  41  percent 
for  optometrists;  26  for  chiropractors;  and  14  percent  for  podia- 
trists. 

Overall,  total  Medicare  payments  to  physicians  are  expected  to  be 
exactly  the  same  as  they  would  have  been  under  the  old  system  in 
both  1992  and  1996.  The  trends  in  total  payments  by  specialty  are 
similar  to  those  in  payments  per  service.  Total  payments  for  cur- 
rently undervalued  specialties  are  expected  to  increase  and  total 
payments  to  overvalued  specialties  are  expected  to  decline.  In  1996, 
total  payments  to  family  practitioners  are  expected  to  increase  30 
percent  over  reasonable  charge  payments,  and  payments  to  general 
practitioners  are  expected  to  increase  by  29  percent.  In  1996,  de- 
clines in  total  payments  of  more  than  10  percent  are  expected  for 
four  specialites:  thoracic  surgeons  and  anesthesiologists  (  —  14  per- 
cent); ophthalmologists  and  radiologists  (  —  11  percent). 

Impact  by  State.  Overall,  payments  per  service  are  expected  to  de- 
cline by  3  percent  in  1992.  Payments  per  service  are  expected  to 
decline  in  all  States  except  eight  (Colorado,  Idaho,  Iowa,  Michigan, 
Minnesota,  Mississippi,  Rhode  Island,  and  Wyoming).  The  States 
expected  to  incur  the  largest  declines  in  payments  per  service  are: 
Alaska  (  —  10  percent);  Florida  (  —  8  percent);  Hawaii  (  —  8  percent), 
and  Nevada  (  —  9  percent).  Payments  are  expected  to  decline  the 
most  in  States  where  reasonable  charge  payments  were  higher 
than  the  national  average. 

By  1996,  declines  in  payments  per  service  are  expected  to  exceed 
10  percent  in  the  following  States:  Alaska  (  —  19  percent);  Arizona 
(  —  13  percent);  California  (  —  14  percent);  Florida  (  —  17  percent); 
Hawaii  (  —  16  percent)  Maryland  (  —  10  percent);  Nevada  (  —  20  per- 
cent) and  Texas  (  —  11  percent).  Sixteen  States  are  expected  to  expe- 
rience increases  in  payments  per  service  by  1996,  but  these  gains 
are  generally  modest.  Only  in  Mississippi  is  the  increase  expected 
to  exceed  10  percent;  in  this  State  payments  per  service  are  project- 
ed to  be  12  percent  higher  by  1996. 

Total  payments  to  all  the  States  in  both  1992  and  1996  are  ex- 
pected to  be  the  same  as  those  that  would  have  been  made  under 
the  reasonable  charge  system.  In  1996,  increases  in  total  payments 
are  expected  to  exceed  10  percent  in  only  three  States:  Colorado, 
and  Iowa,  (both  11  percent);  and  Mississippi  (14  percent).  Expected 
decreases  in  total  payments  to  States  in  1996  are  small.  The  largest 
decreases  are  expected  in  Alaska  and  Nevada  (both  —  6  percent). 


427 

TABLE  3.— MEDICARE  PHYSICIAN  FEE  SCHEDULE:  IMPACT  BY  SPECIALTY  1 


[In  percent] 


1  001 

1  ooc 

Specialty 

Payments 

Total 

Payments 

Total 

per  service 

payments 

per  service 

payments 

All  physician  specialties  

-3 

0 

-6 

0 

Family  practice  

15 

16 

28 

30 

General  practice  

17 

18 

27 

29 

Cardiology  

-9 

-3 

-17 

-8 

Dermatology  

-1 

0 

0 

2 

Internal  medicine  

0 

1 

5 

7 

Gastroenterology  

-10 

-4 

-18 

-9 

Nephrology  

-6 

-2 

-9 

-5 

Neurology  

-4 

-2 

-4 

-2 

Psychiatry  

-2 

-1 

3 

5 

Pulmonary  

-3 

-1 

-2 

0 

Urology  

-6 

-2 

-8 

-4 

Radiology  

-10 

-4 

-22 

-11 

Anesthesiology  

-11 

-4 

-27 

-14 

Pathology  

-10 

-4 

-20 

-10 

General  surgery  

-8 

-3 

-13 

-7 

Neurosurgery  

-10 

-4 

-18 

-9 

Ophthalmology  

-11 

-4 

-21 

-11 

OrthoDedic  sureerv 

-8 

_3 

-11 

_5 

Otolaryngology  

2 

3 

3 

5 

Plastic  surgery  

-8 

-3 

-13 

-6 

Thoracic  surgery  

-14 

-5 

-27 

-14 

Clinics  

-1 

0 

-1 

1 

Optometry  

20 

21 

41 

43 

Chiropractic  

12 

13 

26 

28 

Podiatry  

6 

7 

14 

16 

1  Does  not  reflect  annual  fee  updates. 
Source:  DHHS,  November  1991. 
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TABLE  4.— MEDICARE  PHYSICIAN  FEE  SCHEDULE:  IMPACT  BY  STATE  1 


[In  percent] 


1992 

1996 

Payments 

Total 

Payments 

Total 

per  service 

payments 

per  service 

payments 

All  States  

  -3 

0 

-6 

0 

Alabama  

  -4 

-1 

-6 

-2 

Alaska  

  -10 

-2 

-19 

-6 

Arizona  

  -6 

-1 

-13 

-4 

Arkansas  

  —4 

—  1 

—  7 

—  2 

California  

  -5 

-1 

-14 

-4 

Colorado  

  2 

4 

9 

11 

Connecticut  

  -4 

-1 

-8 

-2 

Delaware  

  -2 

0 

-4 

-1 

District  of  Columbia  

  —3 

—  I 

—  7 

—  2 

Florida  

  -8 

-2 

-17 

-5 

Georgia  

  -3 

-l 

-6 

-2 

Hawaii  

-8 

-2 

-16 

-5 

Idaho  

0 

2 

6 

8 

lie  • 

Illinois  

  —3 

—  1 

—  5 

—  1 

Indiana  

  -2 

0 

-2 

0 

Iowa  

0 

2 

9 

11 

Kansas   

  -3 

-1 

-4 

-1 

Kentucky  

  -1 

1 

0 

2 

Louisiana  

  —4 

—  l 

7 

—  / 

—  L 

Maine  

  -1 

1 

1 

3 

Maryland  

-4 

-1 

-10 

-3 

Massachusetts  

  -4 

-1 

-3 

-1 

Michigan  

0 

2 

4 

6 

Minnesota  

  0 

o 

I 

/ 

o 

y 

Mississippi  

  1 

3 

12 

14 

Missouri  

  -1 

1 

1 

3 

Montana  

  -2 

0 

-2 

0 

Nebraska  

  -1 

1 

1 

3 

Nevada  

  -9 

-2 

-20 

—  6 

New  Hampshire  

-1 

1 

6 

8 

New  Jersey  

  -2 

0 

-4 

-1 

New  Mexico  

  -3 

-1 

-9 

-3 

New  York  

  -4 

-1 

-8 

-2 

North  Carolina  

  -3 

-1 

-2 

0 

North  Dakota  

  -4 

-1 

-5 

-2 

Ohio  

  -3 

-1 

-7 

-2 
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TABLE  4— MEDICARE  PHYSICIAN  FEE  SCHEDULE:  IMPACT  BY  STATE  1 — Continued 


[In  percent] 


1992 

1996 

Payments 
per  service 

Total 
payments 

Payments 
per  service 

Total 
payments 

Oklahoma  

  -2 

0 

-3 

-1 

Oregon   

  -2 

0 

-2 

0 

Pennsylvania  

  —2 

0 

—4 

—  1 

Rhode  Island  

  0 

2 

1 

3 

South  Carolina  

  -2 

0 

4 

6 

South  Dakota  

  -2 

0 

0 

2 

Tennessee  

-3 

-2 

0 

Texas  

  -4 

-1 

-11 

-3 

Utah 

i 

c 
J 

7 

Vermont  

  -1 

2 

4 

Virginia  

  -1 

4 

6 

Washington  

  -1 

-1 

1 

West  Virginia  

  -3 

-7 

-2 

Wisconsin  .  

-2 

0 

-1 

1 

Wyoming  

  1 

3 

8 

10 

1  Does  not  reflect  annual  fee  updates. 


Source:  DHHS. 


SELECTED  FEE  SCHEDULE  ISSUES 

Establishment  of  relative  values.  Relative  values  for  physician 
work  were  based  primarily  on  work  done  by  a  Harvard  University 
research  team.  DHHS  used  panels  of  carrier  medical  directors  to 
review  comments  received  on  the  values  contained  in  the  proposed 
regulations,  to  fill  gaps  in  the  Harvard  RVS,  and  to  resolve  identi- 
fied anomalies. 

In  recognition  of  that  fact  that  further  refinements  may  be  nec- 
essary, DHHS  designated  the  relative  work  values  implemented  on 
January  1,  1992  as  "initial"  values.  It  provided  for  a  120  day  com- 
ment period;  however,  no  changes  in  the  initial  work  values  will  be 
made  before  January  1,  1993. 

Visit  codes.  Approximately  one-third  of  Medicare  expenditures 
for  physicians'  services  are  made  for  medical  visits  and  consulta- 
tions; these  are  referred  to  as  evaluation  and  management  services. 
Physicians  bill  for  these  services  based  on  current  procedure  and 
terminology  (CPT)  codes  developed  by  the  American  Medical  Asso- 
ciation (AMA). 

Historically,  there  were  wide  variations  in  the  way  physicians 
used  visit  codes.  To  a  degree,  these  differences  could  be  accommo- 
dated under  the  old  reasonable  charge  payment  system.  However, 
uniform  definitions  are  needed  under  the  new  fee  schedule.  This  is 
because  a  single  relative  value  is  assigned  to  each  code  nationwide. 
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The  CPT  editorial  panel  adopted  new  definitions  and  new  code 
numbers  for  all  visit  categories  for  1992.  The  physician  work  rela- 
tive value  units  are  based  on  these  new  definitions.  The  new  defini- 
tions rely  primarily  on  the  clinical  content  of  the  visit  to  differenti- 
ate among  levels  of  care.  Most  codes  also  indicate  the  typical 
amount  of  time  spent  by  a  physician  in  performing  the  service;  this 
is  an  ancillary  factor  in  code  selection. 

DHHS  provided  for  implementation  of  the  new  coding  system,  ef- 
fective January  1,  1992;  physicians  were,  however,  given  a  two 
month  grace  period  during  which  they  could  bill  using  either  the 
old  or  new  codes. 

Global  surgery  policy.  Medicare  carriers  have  typically  bundled 
payment  for  services  associated  with  a  surgery  into  one  code,  which 
is  referred  to  as  a  global  surgical  service.  Historically,  there  have 
been  differences  among  carriers  in  the  scope  and  duration  of  serv- 
ices included  in  the  global  surgery  payment. 

Effective  January  1,  1992,  a  uniform  global  surgery  policy  ap- 
plies. The  services  included  in  the  package  are  all  preoperative 
services  provided  on  the  day  before  the  surgery,  all  intraoperative 
services  that  are  a  normal  and  necessary  part  of  the  surgical  proce- 
dure, and  all  related  services  provided  during  a  90-day  postopera- 
tive period  (with  the  exception  of  services  provided  in  connection 
with  return  trips  to  the  operating  room).  The  initial  consultation 
with  the  surgeon  is  outside  the  global  surgical  package. 

Specific  rules  also  apply  for  minor  surgeries  and  endoscopies.  No 
payment  will  generally  be  made  for  a  visit  on  the  same  day  as  the 
procedure  unless  a  separately  identifiable  service  is  furnished.  A 
zero  or  10  day  postoperative  period  applies  for  minor  surgeries. 
(Those  with  a  10  day  period  are  listed  in  an  addendum  to  the  final 
regulations.)  There  is  no  postoperative  period  for  endoscopies  per- 
formed through  an  existing  body  orifice.  Other  endoscopies  are  sub- 
ject to  either  the  major  or  minor  surgical  service  policy,  whichever 
is  appropriate. 

Anesthesia  services.  For  several  years,  payments  to  anesthesiol- 
ogists were  made  on  the  basis  of  a  fee  schedule  which  predated  the 
RBRVS  fee  schedule.  This  anesthesia  fee  schedule  used  a  separate 
set  of  relative  values,  known  as  the  relative  guide,  for  anesthesia 
services  which  were  developed  by  the  American  Society  of  Anesthe- 
siology. Generally,  the  number  of  relative  value  units  was  the  sum 
of  base  units  and  time  units. 

Generally,  the  allowable  base  units  from  the  relative  value  guide 
were  used  when  anesthesia  services  were  integrated  into  the  over- 
all fee  schedule.  Unlike  the  policy  for  other  services,  DHHS  tempo- 
rarily retained  the  use  of  actual  time  in  the  final  regulations;  this 
was  done  pending  further  study  of  the  issue.  The  retention  of 
actual  time  requires  that  anesthesia  services  have  a  separate  con- 
version factor.  The  anesthesia  conversion  factor  in  1992  is  $13.94. 

Anesthesia  services  may  be  performed  directly  by  the  anesthesi- 
ologist, by  a  certified  registered  nurse  anesthetist  (CRNA)  under 
the  medical  direction  of  an  anesthesiologist  or  by  a  non-medically 
directed  CRNA.  If  a  physician  personally  performs  the  anesthesia 
service,  payment  is  based  on  the  anesthesia-specific  conversion 
factor  and  unreduced  base  units  and  time  units  with  each  time 
unit  equivalent  to  15  minutes.  For  medically  directed  services,  each 
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time  unit  is  equivalent  to  30  minutes.  Further,  the  base  units  are 
reduced  as  follows.  The  amount  of  the  reduction  is  10  percent  for 
the  concurrent  supervision  of  two  procedures,  25  percent  for  the 
concurrent  supervision  of  three  procedures  and  40  percent  for  the 
concurrent  supervision  of  four  procedures. 

CRNAs  are  paid  under  a  CRNA  fee  schedule  based  on  allowable 
base  and  time  units  and  the  appropriate  conversion  factor.  Begin- 
ning in  1992,  the  same  relative  values  are  used  for  determining 
payment  for  both  physician  anesthesia  services  and  CRNA  services. 
Since  the  use  of  actual  time  is  temporarily  being  retained  for  phy- 
sician anesthesia  services,  it  is  also  being  retained  for  CRNA  serv- 
ices. The  law  specifies  conversion  factors  for  both  non-medically  di- 
rected and  medically  directed  CRNAs;  these  conversion  factors  are 
geographically  adjusted.  The  conversion  factor  for  a  non-medically 
directed  CRNA  will  be  limited  to  the  anesthesia  conversion  factor 
applicable  in  the  locality.  A  similar  limit  is  not  applied  to  the  con- 
version factor  applicable  for  medically  directed  CRNAs. 

DHHS  has  indicated  that  for  1992  and  1993  only,  it  will  recognize 
an  attending  physician  relationship,  and  pay  an  unreduced  fee,  if 
the  teaching  anesthesiologist  is  involved  in  two  concurrent  proce- 
dures involving  interns  or  residents.  Beginning  in  1994,  an  unre- 
duced fee  will  be  paid  only  if  a  teaching  anesthesiologist  is  involved 
in  a  single  procedure  with  an  intern  or  resident. 

Radiology  services.  Prior  to  1992,  radiology  services  performed  by 
radiologists  (or  physicians  for  whom  radiology  services  accounted 
for  at  least  50  percent  of  their  Medicare  billings)  were  paid  under  a 
radiology  fee  schedule.  The  relative  values  were  based  on  values 
developed  by  the  American  College  of  Radiology.  As  required  by 
law,  DHHS  integrated  the  radiology  fee  schedule  into  the  overall 
fee  schedule. 

Special  payment  rules  apply  to  certain  categories  of  radiology 
services.  For  portable  X-ray  services,  national  relative  value  units 
have  been  established  which  reflect  equipment  set-up  costs  per  pro- 
cedure. Associated  transportation  costs  will  continue  to  be  priced 
locally. 

The  use  of  complete  procedure  codes  is  being  discontinued  for 
interventional  radiological  services;  this  is  consistent  with  CPT 
changes.  Payment  of  the  full  fee  schedule  amount  will  be  made  for 
the  radiological  portion  (supervision  and  interpretation  code)  of  an 
interpretive  radiologic  service  and  for  the  primary  nonradiologic 
service  (the  surgical  code).  For  any  other  procedure  codes,  a  reduc- 
tion would  apply. 

Physician  pathology  services.  A  limited  number  of  the  services 
listed  in  the  pathology  section  of  the  CPT  are  identified  as  physi- 
cian pathology  services.  The  remainder  are  generally  clinical  diag- 
nostic laboratory  services  which  are  paid  under  a  separate  fee 
schedule. 

The  law  requires  an  adjustment  to  reflect  the  technical  compo- 
nent of  furnishing  physician  pathology  services  through  a  laborato- 
ry that  is  independent  of  a  hospital  and  separate  from  a  physi- 
cian's office.  DHHS  set  the  technical  component  at  15  percent  of 
the  professional  component  amount.  DHHS  also  identified  a  new 
category  of  services — clinical  laboratory  interpretation  services.  Fif- 
teen clinical  laboratory  codes  have  been  identified  for  which  a  sep- 


51-564   0—92  15 


432 


arate  payment  may  be  made  if  the  interpretation  is  requested  by 
the  patient's  attending  physician,  results  in  a  written  narrative 
report,  and  requires  exercise  of  medical  judgment  by  the  patholo- 
gist. 

New  physicians.  By  law,  new  physicians  are  paid  at  a  reduced 
rate  for  the  first  four  years  of  practice.  During  this  time,  payments 
equal  80  percent  of  the  fee  schedule  in  the  first  year,  85  percent  in 
the  second  year,  90  percent  in  the  third  year,  and  95  percent  in  the 
fourth  year.  The  policy  does  not  apply  to  primary  care  services  or 
services  furnished  in  health  manpower  shortage  areas.  Primary 
care  services  are  defined  as  office  medical  services,  emergency  de- 
partment services,  home  medical  services,  skilled  nursing,  interme- 
diate care,  and  long-term  care  medical  services,  or  nursing  home, 
boarding  home,  domiciliary,  or  custodial  care  medical  services. 

A  special  payment  policy  for  new  physicians  was  first  incorporat- 
ed in  OBRA  1987;  it  was  subsequently  expanded  and  modified  by 
OBRA  1989  and  OBRA  1990.  Prior  to  January  1,  1992,  these  provi- 
sions applied  to  the  calculation  of  payments  under  the  reasonable 
charge  payment  system. 

Defining  geographic  payment  localities.  Under  the  reasonable 
charge  system,  Medicare  used  240  payment  localities  nationwide. 
These  payment  localities  have  been  retained  under  the  fee  sched- 
ule except  in  three  States  (Nebraska,  Oklahoma,  and  Minnesota) 
where  physicians  demonstrated  overwhelming  support  for  using 
statewide  localities.  There  are  currently  233  payment  localities 
under  the  fee  schedule. 

OBRA  1989  required  PhysPRC  to  conduct  a  study  to  determine 
the  feasibility  of  using  an  alternative  configuration,  such  as  States 
or  metropolitan  statistical  areas,  for  payment  purposes  under  the 
fee  schedule.  PhysPRC  recommended  use  of  statewide  fee  schedule 
areas  except  in  states  with  high  intrastate  price  variation;  in  these 
States,  up  to  five  areas  would  be  defined.  DHHS  is  examining  this 
and  other  recommendations.  A  change  in  the  current  locality  struc- 
ture would  require  a  statutory  change. 

Payment  for  Clinical  Laboratory  Services 

Since  1984,  payment  for  clinical  laboratory  services  has  been 
made  on  the  basis  of  a  fee  schedule  established  on  a  regional,  state- 
wide or  carrier  service  area  basis.  As  a  matter  of  practice,  the  Sec- 
retary has  established  fee  schedules  on  a  carrier  service  area  basis. 
The  law  set  the  initial  fee  schedule  payment  amount  for  services 
performed  in  physicians'  offices  or  independent  laboratories  at  the 
60th  percentile  of  the  prevailing  charge  level  established  for  the  fee 
screen  year  beginning  July  1,  1984.  Similarly,  the  initial  fee  sched- 
ule payment  amount  for  services  provided  by  hospital-based  labora- 
tories serving  hospital  outpatients  was  set  at  the  62nd  percentile  of 
the  prevailing  charge  level.  Subsequent  amendments  limited  the 
percentage  differential  to  1  'qualified  hospitals."  A  qualified  hospital 
is  a  sole  community  hospital  (as  that  term  is  used  for  payment 
under  Medicare's  hospital  prospective  payment  system)  which  pro- 
vides some  clinical  diagnostic  tests  24  hour  a  day  in  order  to  serve 
a  hospital  emergency  room  which  is  available  to  provide  services  24 
hours  a  day,  7  days  a  week. 


433 


The  fee  schedule  payment  amounts  have  been  increased  periodi- 
cally since  1984  to  account  for  inflation,  though  scheduled  in- 
creases have  in  some  instances  been  delayed  and  in  one  case  did 
not  occur.  Allowable  annual  increases  in  1991,  1992,  and  1993  are 
limited  to  2  percent. 

Effective  April  1,  1988,  the  law  reduced  the  fee  schedule  amounts 
by  8.3  percent  for  certain  automated  tests  and  tests  (except  for  cy- 
topathology  tests)  that  were  subject  to  lowest  charge  level  limits 
prior  to  implementation  of  the  fee  schedule.  The  reduced  payment 
amounts  serve  as  the  basis  for  all  future  updates  for  these  services. 

Beginning  in  1988,  the  law  established  national  ceilings  on  pay- 
ment amounts.  Initially  the  ceiling  was  set  at  115  percent  of  the 
median  for  all  fee  schedules  established  for  that  test.  This  percent- 
age has  been  lowered  several  times.  Beginning  January  1,  1991,  the 
level  is  set  at  88  percent  of  the  median  of  all  fee  schedules  for  that 
test. 

Payment  for  clinical  laboratory  services  (except  for  those  provid- 
ed by  a  rural  health  clinic)  may  only  be  made  on  the  basis  of  as- 
signment. The  law  specifically  applies  the  assignment  requirement 
to  clinical  laboratory  services  provided  in  physicians  offices.  Pay- 
ment for  clincial  laboratory  services  equals  100  percent  of  the  fee 
schedule  amount;  no  beneficiary  cost-sharing  is  imposed. 

Laboratories  are  required  to  meet  the  requirements  of  the  Clini- 
cal Laboratory  Improvement  Act  (CLIA).  This  legislation,  which  fo- 
cuses on  the  quality  and  reliability  of  medical  tests,  was  substan- 
tially revised  in  1988  (CLIA  1988).  CLIA  1988  strengthened  Federal 
regulation  of  laboratories  and  expanded  Federal  oversight  to  virtu- 
ally all  laboratories  in  the  country,  including  physicians  office  lab- 
oratories. Implementing  regulations  were  issued  February  28,  1992. 

Historical  Data 

assignment  rate  experience 

The  total  number  of  assigned  claims  as  a  percentage  of  total 
claims  received  by  medicare  carriers  for  physicians  and  other  medi- 
cal services  is  known  as  the  total  assignment  rate.  Initially,  the  net 
assignment  rate  was  computed  in  the  same  manner  except  that  it 
omitted  hospital-based  physicians  and  group-practice  prepayment 
plans  which  were  considered  assigned  by  definition  (this  distinction 
is  no  longer  made).  The  net  assignment  rate  declined  until  the  mid- 
1970's  when  the  rate  leveled  off  at  about  50  percent.  Since  1985, 
the  rate  has  increased  significantly  rising  to  82.5  percent  in  1991. 
This  reflects  both  the  impact  of  the  participating  physician  pro- 
gram as  well  as  the  requirement  that  laboratory  services  must  be 
paid  on  an  assigned  basis.  Chart  1  and  table  5  show  the  net  assign- 
ment rates  for  fiscal  years  1968-91. 
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CHART  1,  NET  ASSIGNMENT  RATES  (1969-91) 
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TABLE  5.-NET  ASSIGNMENT  RATES, 1  BY  YEAR,  1969-91 

[In  percent] 


Fiscal  year  Claims  ™™ 


1969   61.0  NA 

1970   61.2  NA 

1971   60.1  NA 

1972   56.4  NA 

1973   53.4  49.0 

1974   52.2  47.8 

1975   51.9  47.7 

1976   51.0  47.8 

1977   50.5  47.9 

1978   50.6  49.3 

1979   51.1  50.4 

1980   51.4  51.3 

1981   52.2  52.9 

1982   52.8  53.8 

1983   53.5  55.3 

1984   56.4  57.7 

1985   67.7  67.4 

1986   68.0  69.5 

1987   71.7  73.7 

1988   76.3  79.4 

1989   79.3  82.6 

1990   80.9  84.8 

1991   82.5  87.6 


1  Both  measures  of  assignment  exclude  claims  from  hospital-based  physicians  and  group-practice  prepayment 
plans  that  are  considered  assigned  by  definition. 

Source:  U.S.  Department  of  Health  and  Human  Services. 

The  statistics  included  in  table  5  are  program-wide  data.  Assign- 
ment rates  also  vary  geographically.  For  example,  the  assignment 
rate  (taken  as  a  percent  of  dollars)  for  physician  services  in  fiscal 
year  1991  ranged  from  a  low  of  40.2  percent  in  Idaho  and  South 
Dakota  to  a  high  of  99.7  percent  in  Rhode  Island.  The  national  av- 
erage assignment  rate  for  physicians  services  during  this  period 
was  86.1  percent  (see  table  6). 
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TABLE  6.— PHYSICIAN  ASSIGNMENT  RATES  AS  PERCENT  OF  COVERED  CHARGES  BY  STATE, 

FISCAL  YEARS  1985-91 

[In  percent] 


Fiscal  year- 
Census  division/State   :  


1985  1 

1986  2 

1987  3 

1988  4 

1989 

1990 

1991 

National  

65.5 

66.4 

70.8 

77.0 

80.6 

83.0 

86.1 

New  England: 

Maine  

81.5 

80.2 

84.3 

88.6 

91.4 

92.4 

94.4 

New 

Hampshire .... 

56.5 

55.0 

58.3 

64.3 

67.8 

69.9 

80.8 

Vermont  

64.3 

64.8 

71.7 

92.4 

93.4 

94.7 

95.9 

Massachu- 

setts 5  

93.7 

96.0 

98.2 

99.1 

99.3 

99.5 

99.5 

Rhode  Island  

94.0 

94.4 

95.1 

96.0 

97.1 

98.7 

99.7 

Connecticut 

57.6 

55.0 

62.8 

72.5 

80.4 

84.7 

87.7 

Middle  Atlantic: 

New  York 

70.3 

71.4 

73.9 

78.5 

81.1 

81.9 

84.4 

New  Jersey 

62.3 

62.4 

63.8 

67.4 

70.4 

73.0 

76.3 

Pennsylvania 

88.1 

89.8 

91.0 

93.4 

94.9 

95.7 

98.5 

East  North  Central: 

Ohio  

50.8 

50.6 

58.8 

71.0 

77.8 

82.6 

87.3 

Indiana  

49.6 

54.5 

59.2 

69.2 

74.7 

77.2 

81.5 

Illinois  

51.7 

55.0 

59.9 

67.5 

72.4 

75.9 

78.8 

Michigan  

88.2 

88.1 

89.7 

92.2 

93.6 

94.5 

94.4 

Wisconsin 

51.7 

50.8 

54.6 

61.3 

65.6 

68.2 

71.7 

West  North  Central: 

Minnesota 

30.6 

31.7 

39.9 

44.2 

46.1 

47.6 

52.3 

Iowa  

46.9 

47.6 

53.2 

62.6 

67.5 

69.8 

73.4 

Missouri  

50.1 

53.4 

61.2 

68.9 

72.3 

74.9 

78.5 

North  Dakota 

30.5 

29.3 

36.3 

46.6 

50.3 

55.0 

67.1 

South  Dakota .... 

18.7 

20.4 

26.7 

33.0 

38.7 

39.2 

40.2 

Nebraska  

47.3 

33.5 

43.4 

55.4 

59.6 

64.9 

70.3 

Kansas   

72.7 

73.7 

78.7 

84.6 

87.2 

88.8 

91.9 

South  Atlantic: 

Delaware  

81.8 

79.8 

81.9 

84.6 

88.1 

90.5 

92.9 

Maryland  

81.6 

82.8 

84.6 

87.9 

91.6 

91.4 

92.8 

District  of 

Columbia 

78.1 

78.6 

80.5 

84.6 

86.5 

87.5 

89.4 

Virginia  

66.4 

68.8 

73.4 

81.2 

85.1 

87.3 

89.6 

West  Virginia 

66.7 

69.6 

76.9 

85.2 

90.3 

93.2 

95.5 

North  Carolina ... 

60.3 

61.1 

66.2 

74.5 

79.2 

80.8 

83.9 

South  Carolina- 

64.9 

70.2 

75.4 

82.4 

85.8 

87.1 

88.9 

Georgia  

63.9 

64.8 

69.1 

75.5 

80.5 

83.5 

86.6 

Florida  

62.2 

64.8 

68.6 

76.1 

80.3 

84.1 

87.6 

East  South  Central: 

Kentucky 

50.3 

54.2 

63.5 

75.2 

80.8 

84.8 

88.8 

Tennessee  

55.6 

58.1 

65.5 

74.8 

80.9 

84.0 

89.5 

Alabama  

74.6 

75.8 

91.7 

87.4 

90.1 

92.3 

94.9 

Mississippi 

63.5 

67.3 

73.5 

80.5 

85.4 

88.1 

90.6 
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TABLE  6.— PHYSICIAN  ASSIGNMENT  RATES  AS  PERCENT  OF  COVERED  CHARGES  BY  STATE, 
FISCAL  YEARS  1985-91— Continued 

[In  percent] 


Fiscal  year- 
Census  division/State   


1985  1 

1986  2 

1987  3 

1988  4 

1989 

1990 

1991 

West  South  Central: 

Arkansas  

72.6 

75.2 

81.1 

87.2 

90.3 

92.0 

93.7 

Louisiana  

51.0 

58.5 

67.8 

78.5 

84.8 

88.0 

91.0 

Oklahoma 

39.0 

39.8 

48.6 

58.5 

66.0 

68.2 

72.8 

Texas   

63.0 

61.1 

67.2 

74.2 

78.0 

79.9 

83.0 

Mountain: 

Montana  

42.6 

38.4 

42.9 

48.5 

50.7 

53.0 

54.8 

Idaho  

25.2 

24.8 

26.4 

30.0 

33.7 

36.1 

40.2 

Wyoming 

33.8 

32.1 

30.4 

36.7 

40.2 

43.9 

48.9 

PfllnraHn 

JD.U 

JO.L 

JU.O 

DO.  J 

fi7  PI 
0/  .0 

70  & 

7  A  1 

New  Mexico 

58.3 

59.3 

57.6 

65.1 

71.7 

76.1 

80.1 

Arizona  

52.8 

51.2 

57.1 

66.6 

72.0 

76.2 

80.3 

Utah  

63.1 

61.4 

69.4 

74.1 

79.9 

80.4 

83.1 

Nevada  

81.6 

83.2 

86.8 

91.2 

94.4 

96.0 

97.4 

Pacific: 

Washington 

45.5 

47.9 

46.6 

46.4 

50.8 

54.8 

60.8 

Oregon  

38.7 

41.1 

46.9 

53.2 

58.4 

59.9 

63.2 

California  

71.3 

69.9 

74.0 

79.6 

87.7 

84.4 

87.4 

Alaska....  

54.4 

55.9 

64.3 

73.9 

78.5 

79.6 

83.2 

Hawaii  

61.2 

64.5 

72.0 

76.8 

80.7 

82.9 

85.8 

1  In  instances  in  which  carrier  jurisdictions  do  not  coincide  with  State  boundaries,  carrier  rates  were 
converted  to  State  rates  by  calculating  weights  for  the  relevant  counties  based  on  their  respective  shares  of 
total  1983  Medicare  physician  spending  for  physicians'  services  in  the  State  and  determining  a  weighted  average 
rate.  Rates  reflect  covered  charges  for  physician  claims  processed  during  the  period. 

2  The  actual  participation  period  was  May  through  December  1986,  and  the  participation  agreements  were  in 
effect  for  that  time. 

3  The  actual  participation  period  is  January  1987  through  March  1988,  and  the  participation  agreements  are 
in  effect  for  that  time. 

4  The  actual  participation  period  is  April  1988  through  December  1988,  and  the  participation  agreements  are 
in  effect  for  that  time. 

5  Massachusetts  enacted  a  Medicare  mandatory  assignment  provision,  effective  April  1986.  The  fact  that  the 
assignment  rates  shown  here  are  not  100  percent  may  be  explained  by  the  inclusion  in  the  data  base  of  billings 
by  practitioners  other  than  allopathic  and  osteopathic  physicians,  which  are  included  in  the  Medicare  statutory 
definition  of  "physician". 


PARTICIPATING  PHYSICIAN  PROGRAM  DATA 

Physician  participation  rates  have  increased  significantly  since 
the  inception  of  the  program  (see  tables  7  and  8).  For  the  calendar 
year  1991  participation  period,  the  physician  participation  rate  had 
risen  to  47.6  percent  accounting  for  72.3  percent  of  covered  charges 
for  physician  services  during  the  period. 
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TABLE  7 —MEDICARE  PHYSICIAN  PARTICIPATION  RATES:  PERCENT  OF  PHYSICIANS  WITH 
AGREEMENTS  AND  THEIR  SHARE  OF  COVERED  CHARGES 


Percent  of  Participating 
Participation  period  physicians  signing    phySps  5?v?red 


October  1984-September  1985 

October  1985-April  1986  

April  1986-December  1986  2... 

January  1987-March  1988  

April  1988-December  1988  

January  1989-March  1990  

April  1990-December  1990  

January  1991-December  1991 . 


30.4 

36.0 

28.4 

36.3 

28.3 

38.7 

30.6 

48.1 

37.3 

57.9 

40.2 

62.0 

45.5 

67.2 

47.6 

72.3 

1  Rates  reflect  covered  charges  for  physician  services  processed  during  period. 

2  The  actual  participation  period  was  May  through  December  of  1986,  and  participation  agreements  were  in 
effect  for  that  time.  However,  charge  data  are  generally  collected  by  quarter;  thus,  the  data  for  the  last  three 
quarters  of  1986  are  used  as  a  proxy  for  the  participation  period. 

Source:  Health  Care  Financing  Administration. 

Table  9  shows  the  percentage  of  participating  physicians  and  lim- 
ited licensed  practitioners  as  a  percentage  of  total  physicians  and 
limited  licensed  practitioners  for  each  State.  The  national  average 
of  participating  physicians  and  limited  licensed  practitioners  con- 
tinues to  increase.  By  the  calendar  year  1991  participation  period, 
this  percentage  had  risen  to  47.6. 
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Table  10  shows  the  allowed  charges  of  participating  physicans  as 
a  percent  of  total  allowed  charges,  by  State,  for  several  participa- 
tion periods.  This  percentage  increased  substantially,  rising  from 
36  percent  in  the  October  1984  to  September  1985  period  to  72.3 
percent  in  the  calendar  1991  participation  period. 

TABLE  10.-COVERED  CHARGES  OF  PARTICIPATING  PHYSICIANS  AS  A  PERCENT  OF  TOTAL 
COVERED  CHARGES— BY  STATE  AND  PARTICIPATION  PERIOD  1 


[In  percent] 


Oct. 

Apr. 

Jan. 

Apr. 

Jan. 

Apr. 

Jan. 

Census  division/State 

1984- 

Cont 

oept. 

1986- 

Hop 

uec. 

1987- 
rviar. 

1988- 
uec. 

1989- 
Mar. 

1990- 
uec. 

1991- 
Dec. 

1985 

1986  2 

1988  3 

1988  4 

1990 

1990 

1991 

National  

QC  A 

ob.U 

QQ  1 

oy.l 

AQ  1 

C7  Q 

o/.y 

co  n 
b^.U 

C7  O 

b/.Z 

70  Q 

New  England: 

Maine  

ou.y 

04. U 

C/1  Q 
D4.0 

7£  Q 

/o.o 

70  A 

/y.4 

OU.J 

QA  0 

New 

Hampshire .... 

/in  i 
4U.1 

00  7 
61.1 

oc  n 
ob.U 

Af\  1 
4U./ 

AO  O 

AC  O 

4b.  L 

CO  0 
00.0 

Vermont  

07  0 

37.3 

on  o 

39.8 

AC  0 

46.8 

70  0 

11.6 

01  A 

81. 4 

oc  n 

85.9 

nn  0 

Massachusetts... 

70.7 

on  o 

80.2 

on  i 

89.1 

no  n 

93.9 

nc  a 

95.4 

nc  n 

95.0 

nc  7 

9b./ 

Rhode  Island  

COT 

68.7 

~IC\  c 

79.6 

85.8 

00  A 

88.4 

00  0 
88.8 

nc  0 

95.2 

n7  c 

97.6 

Connecticut  

OA  7 

30.7 

o  c  n 

35.9 

A  C  O 

45.3 

co  n 

58.0 

cc  n 

65.9 

c~i  n 

67.9 

7C  0 

Middle  Atlantic: 

New  York  

a  i  r 

31.5 

A  f  A 

36.0 

a  a  a 

40.8 

47.7 

51. 7 

C  O  A 

58.0 

63.7 

New  Jersey 

21.5 

26.4 

AAA 

32.8 

41.8 

J  A  A 

42.3 

49.6 

55.2 

Pennsylvania 

71.4 

69.2 

75.1 

AAA 

80.6 

A 1  A 

81. 6 

87.9 

nn  a 

92.3 

East  North  Central: 

Ohio  

24.9 

28.5 

41.5 

56.7 

61.9 

"7  A  A 

70.9 

~l  A  1 

79.1 

Indiana  

18.9 

31.1 

43.3 

56.7 

60.6 

65.2 

70.2 

Illinois  

29.4 

32.4 

42.0 

53.5 

58.1 

61.8 

66.1 

Michigan  

55.4 

48.2 

71.9 

82.0 

85.6 

86.0 

86.5 

Wisconsin 

31.3 

30.5 

31.7 

31.0 

M.l 

48.9 

45.6 

West  North  Central: 

Minnesota  

9.9 

9.7 

14.6 

15.9 

20.2 

25.4 

28.6 

Iowa  

28.5 

30.5 

41.0 

50.0 

54.2 

57.8 

61.9 

Missouri  

26.7 

on  c 

29.5 

07  C 

37.5 

07  C 

37.5 

/ii  0 
41.8 

/in  1 

40.1 

/in  a 
40.4 

North  Dakota  

6.9 

12.2 

16.0 

32.0 

32.3 

45.5 

53.2 

South  Dakota .... 

3.2 

8.9 

10.4 

17.4 

19.5 

21.2 

2l.l 

Nebraska  

30.5 

15.2 

31.8 

44.2 

51.7 

54.8 

60.3 

Kansas   

48.0 

41.7 

NA 

NA 

82.5 

82.3 

86.8 

South  Atlantic: 

Delaware  

57.0 

54.9 

58.5 

67.1 

70.8 

76.6 

81.7 

Maryland  

57.8 

61.3 

67.4 

77.5 

80.4 

83.3 

85.6 

District  of 

Columbia 

60.3 

60.8 

66.6 

71.7 

73.9 

76.8 

80.8 

Virginia  

31.0 

40.5 

53.0 

63.6 

69.5 

71.2 

78.4 

West  Virginia 

34.5 

47.2 

59.3 

73.3 

77.5 

80.6 

85.2 

North  Carolina... 

34.4 

36.5 

44.9 

54.2 

55.2 

63.9 

68.3 

South  Carolina- 

29.9 

40.8 

55.2 

64.7 

68.5 

67.6 

71.6 

Georgia  

29.3 

35.1 

43.0 

54.3 

50.7 

65.9 

74.9 

Florida  

30.0 

34.1 

41.9 

55.2 

61.6 

68.8 

74.9 
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TABLE  10.-COVERED  CHARGES  OF  PARTICIPATING  PHYSICIANS  AS  A  PERCENT  OF  TOTAL 
COVERED  CHARGES— BY  STATE  AND  PARTICIPATION  PERIOD  Continued 


[In  percent] 


Census  division/State 

firt 

1984- 
Sept. 
1985 

Apr. 
1986- 

Dec. 
1986  2 

Ian 
Jail. 

1987- 
Mar. 
1988  3 

Apr. 
1988- 

Dec. 
1988  4 

Jan. 
1989- 
Mar. 
1990 

Apr. 
1990- 
Dec. 
1990 

Ian 

jan. 
1991- 
Dec. 
1991 

East  South  Central: 

Kentucky   

22.3 

26.3 

44.7 

59.0 

64.3 

72.6 

76.9 

Tennessee  

25.1 

26.7 

41.3 

56.6 

57.4 

68.5 

76.8 

Alabama  

42.5 

58.6 

66.9 

76.9 

81.3 

84.9 

88.5 

Mississippi 

14.3 

31.0 

44.9 

59.0 

65.3 

68.3 

73.9 

West  South  Central: 

Arkansas 

47.9 

53.6 

68.3 

76.6 

81.0 

84.5 

86.5 

Louisiana 

16.2 

32.9 

48.2 

63.7 

71.0 

76.7 

81.2 

Oklahoma 

16.6 

16.2 

24.9 

37.6 

39.1 

50.0 

57.7 

Texas   

26.2 

28.1 

38.9 

48.0 

52.5 

56.9 

63.6 

Mountain: 

Montana  

25.6 

20.1 

23.8 

27.4 

29.9 

29.7 

34.1 

Idaho  

8.6 

8.9 

9.3 

12.1 

13.2 

17.5 

21.1 

Wyoming  

15.7 

11.6 

14.1 

18.2 

19.7 

25.8 

31.9 

Colorado  

23.5 

28.9 

34.0 

42.7 

47.7 

50.5 

55.9 

New  Mexico 

34.1 

30.6 

28.1 

36.8 

39.5 

51.1 

57.8 

Arizona 

32  7 

27  4 

38  3 

51  9 

49  8 

60  2 

67  8 

Utah  

43.8 

44.8 

58.4 

62.5 

68.9 

65.1 

75.1 

Nevada  

41.5 

58.0 

63.4 

72.9 

69.9 

82.1 

87.5 

Pacific: 

Washington 

17.5 

24.3 

20.2 

23.8 

26.9 

31.8 

37.9 

Oregon   

17.3 

18.7 

25.5 

35.4 

34.8 

43.3 

50.7 

California 

42.2 

42.5 

50.2 

62.0 

67.2 

71.2 

75.6 

Alaska  

17.2 

24.9 

34.3 

44.8 

50.0 

49.3 

58.0 

Hawaii  

39.7 

43.5 

53.5 

61.7 

58.6 

70.1 

74.3 

1  In  instances  in  which  carrier  jurisdictions  do  not  concide  with  State  boundaries,  carrier  rates  were 
converted  to  state  rates  by  calculating  weights  for  the  relevant  counties  based  on  their  respective  shares  of 
total  1983  Medicare  physician  spending  for  physicians'  services  in  the  state  and  determining  a  weighted  average 
rate.  Rates  reflect  covered  charges  for  physicians  claims  processed  during  the  period. 

2  The  actual  participation  period  was  May  through  December  1986,  and  the  participation  agreements  were  in 
effect  for  that  time. 

3  The  actual  participation  period  is  January  1987  through  March  1988,  and  the  participation  agreements  are 
in  effect  for  that  time. 

4  The  actual  participation  period  is  April  1988  through  December  1988  and  the  paticipation  agreements  are 
in  effect  for  that  time. 
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Participation,  Assignment,  and  Reasonable  Charge  Reductions 

Historically  the  difference  between  the  physician's  billed  charge 
and  Medicare's  approved  or  reasonable  charge  was  referred  to  as 
the  reasonable  charge  reduction.  Beginning  in  1992,  with  imple- 
mentation of  the  fee  schedule,  the  term  reasonable  charge  reduc- 
tion no  longer  applies.  Reasonable  charge  reductions  were  made  on 
90.7  percent  of  unassigned  claims  in  fiscal  year  1991.  The  average 
amount  of  the  reduction  was  24.0  percent  of  billed  charges,  or 
$24.84  per  approved  claim.  Beneficiaries  were  liable  for  these  re- 
duction amounts,  although  it  is  not  known  how  often  physicians  ac- 
tually collected  from  beneficiaries.  The  total  reduced  on  all  unas- 
signed claims  was  $1,948.5  million  in  fiscal  year  1991. 

Through  1984,  approximately  the  same  proportions  of  assigned 
and  unassigned  claims  were  reduced  (see  table  11),  and  were  re- 
duced by  similar  proportions  and  amounts.  From  1984  to  1991,  the 
proportions  of  assigned  and  unassigned  claims  reduced  remained 
about  the  same,  but  the  percentage  and  amounts  of  the  reductions 
diverged.  The  percent  and  dollar  reductions  on  assigned  claims  con- 
tinued to  increase  while  the  percent  and  dollar  reductions  of  unas- 
signed claims  decreased.  This  pattern  was  due  to  the  imposition  of 
limits  on  the  actual  charges  of  nonparticipating  physicians.  That  is, 
the  MAAC  limits,  and  the  new  balance  billing  limits  beginning  in 
1991,  limited  the  rate  of  increase  in  prices  for  unassigned  services 
relative  to  the  overall  increase  in  reasonable  charges.  The  substan- 
tial growth  in  the  overall  percentage  of  services  billed  on  an  as- 
signed basis  also  may  have  contributed  to  this  pattern. 

As  a  result,  total  beneficiary  liability  for  charge  reductions  on 
unassigned  claims  fell.  Total  liability  peaked  in  1985  at  $2,812.7 
million,  and  declined  by  31  percent  to  $1,948.5  million  by  1991. 
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The  impact  of  reasonable  charge  reductions  on  unassigned  claims 
was  spread  unevenly  across  the  population.  Calendar  1991  data 
shows  a  23.1  percent  national  average  reduction  on  unassigned 
claims  (see  table  12).  Beneficiary  liability  for  these  charge  reduc- 
tions ranged  from  a  high  of  $201.0  million  in  New  York  to  a  low  of 
$0.3  million  in  Rhode  Island. 

TABLE  12— REASONABLE  CHARGE  REDUCTIONS  FOR  UNASSIGNED  CLAIMS,  BY  STATE,1 
JANUARY-DECEMBER,  1991 

[Dollar  amounts  in  millions] 

Covered  charges 2  Percent  Amount 
  reduction  in  reduced, 


«        Unassig„      -~  — ? 


National 

$67  941  0 

$7  884  1 

23.1 

$1,822.1 

Npw  Fnplanri- 

Mainp 

262  4 

12  4 

21  8 

2.7 

Npw  Hamnshirp 

191  2 

29  2 

24  0 

7  0 

Vermont 

93  8 

3  6 

23  9 

9 

MassarhiKPtts  3 

1  888  4 

11.4 

27  8 

3  2 

Omit 

RhnHp  KlanH 

313  5 

2  3 

C.J 

14  4 

.3 

Donnpftinit 

1  031  7 

104.7 

2.22 

23*2 

Mirlrllp  Atlantic* 

Npw  Ynrk 

5  351  2 

750.0 

26.1 

201.0 

Npw  Iprspv 

2  416  0 

452  4 

21  8 

98  6 

PpnnQulwania 

4  7Q8  4 

fil  5 

Ul.  J 

17  9 

11  0 

Fast  North  Pontral- 

Ldol  llUI  III  bCIIUdl. 

Dhin 

?  Rlfi  (1 

?8S  7 

U  J.O 

Indi3n3 

1 150  1 

194  9 

22  8 

44.4 

Illinois  

2,528.2 

464.1 

23.4 

108.5 

Michigan  

2,563.7 

122.4 

23.9 

29.3 

Wisconsin  

856.1 

215.9 

20.7 

44.7 

West  North  Central: 

Minnesota  

653.9 

280.9 

23.4 

66.2 

Iowa  

561.7 

136.5 

22.4 

30.6 

Missouri  

1,444.2 

232.9 

21.0 

48.1 

North  Dakota  

171.3 

50.7 

23.9 

12.1 

South  Dakota  

140.9 

72.0 

24.5 

17.6 

Nebraska  

295.4 

79.9 

20.3 

16.2 

Kansas   

427.5 

30.5 

18.3 

5.5 

South  Atlantic: 

Delaware  

181.8 

10.6 

19.8 

2.1 

Maryland  

1,242.3 

78.8 

23.1 

17.9 

District  of  Columbia  

362.4 

32.3 

22.6 

7.3 

Virginia  

1,155.6 

107.6 

23.1 

24.9 

West  Virginia  

470.1 

18.5 

24.9 

4.6 

North  Carolina  

1,570.1 

192.1 

25.2 

48.3 

South  Carolina  

608.4 

60.1 

23.5 

14.1 

Georgia  

1,482.4 

163.7 

22.0 

35.9 

Florida  

6,164.0 

643.0 

19.2 

123.3 
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TABLE  12.— REASONABLE  CHARGE  REDUCTIONS  FOR  UNASSIGNED  CLAIMS,  BY  STATE,1 
JANUARY-DECEMBER,  1991 — Continued 

[Dollar  amounts  in  millions] 


Covered  charges 


Census  division/State 


Total 


Unassign 


Percent  Amount 
reduction  in  reduced, 

unassigned  unassigned 

charges  charges  2 


East  South  Central: 

Kentucky   880.9  79.2  22.3  17.7 

Tennessee   1,285.1  109.5  23.9  26.2 

Alabama   1,156.4  49.8  24.7  12.3 

Mississippi   534.7  44.0  25.5  11.2 

West  South  Central: 

Arkansas   671.3  37.0  21.2  7.8 

Louisiana   1,140.8  89.0  23.0  20.5 

Oklahoma   667.4  151.1  23.3  35.3 

Texas   3,645.7  510.2  24.2  123.7 

Mountain: 

Montana   141.4  55.1  21.6  11.9 

Idaho   129.6  70.1  23.7  16.6 

Wyoming   41.5  17.0  23.9  4.1 

Colorado   502.4  100.7  19.2  19.3 

New  Mexico   237.6  34.8  22.2  7.7 

Arizona   998.1  165.7  20.6  34.1 

Utah   214.3  30.5  21.9  6.7 

Nevada   392.7  9.3  22.1  2.1 

Pacific' 

Washington   933.9  267.9  23.5  63.1 

Oregon   503.1  153.9  20.6  31.8 

California   7,088.7  775.6  25.4  196.6 

Alaska   37.9  4.9  23.7  1.2 

Hawaii   180.8  21.0  26.5  5.6 


1  In  instances  in  which  carrier  jurisdictions  do  not  coincide  with  State  boundaries,  carrier  rates  were 
converted  to  State  rates  by  calculating  weights  for  the  relevant  counties  based  on  their  respective  shares  of 
total  1983  Medicare  physician  spending  for  physicians'  services  in  the  State  and  determining  a  weighted  average 
rate.  Rates  reflect  covered  charges  for  physician  claims  processed  during  the  period.  National  data  include  data 
for  Puerto  Rico,  the  Virgin  Islands,  the  Railroad  Retirement  Board,  and  Parenteral  and  Enteral  Claims.  Therefore 
the  sum  of  the  State  data  will  not  equal  the  national  total. 

2  Amounts  in  millions. 

3  Massachusetts  enacted  a  Medicare  mandatory  assignment  provision,  effective  April  1986.  The  fact  that  the 
assignment  rates  shown  here  are  not  100  percent  may  be  explained  by  the  inclusion  in  the  database  of  billings 
by  practitioners  other  than  allopathic  and  osteopathic  physicians,  which  are  included  in  the  Medicare  statutory 
definition  of  "physician". 


450 


TABLE  13.— DISTRIBUTION  OF  COVERED  CHARGES  FOR  SERVICES  BILLED,  BY 
PARTICIPATION  STATUS  OF  PHYSICIAN  AND  ASSIGNMENT  STATUS  OF  CLAIM  1 

[In  percent] 


Time  period  Total 


Partici-  Nonparticipants 
pants       Assigned  Unassigned 


Oct.  1984-Sept.  1985   100.0  36.0  29.5  34.5 

Oct.  1985-Mar.  1986   100.0  36.3  29.4  34.3 

Apr.  1986-Dec.  1986  2.....   100.0  39.1  28.0  32.9 

Jan.  1987-Mar.  1988  3   100.0  48.1  25.2  26.7 

Apr.  1988-Dec.  1988   100.0  57.9  21.0  21.1 

Jan.  1989-Mar.  1990   100.0  62.0  19.0  18.5 

Apr.  1990-Dec.  1990   100.0  67.2  16.7  16.1 

Jan.  1991-Dec.  1991    100.0  72.3  14.6  13.1 

1  Rates  reflect  covered  charges  for  physician  claims  processed  during  the  period.  Data  for  up  to  seven 
carriers  missing  from  various  quarters. 

2  The  actual  participation  period  was  May  through  December  1986,  and  the  participation  agreements  were  in 
effect  for  that  time. 

3  The  actual  participation  period  is  January  1987  through  March  1988,  and  the  participation  agreements  are 
in  effect  for  that  time. 

TABLE  14. — DISTRIBUTION  OF  COVERED  CHARGES  FOR  SERVICES  BILLED,  BY  PARTICIPA- 
TION STATUS  OF  PHYSICIAN  AND  ASSIGNMENT  STATUS  OF  CLAIM,  BY  STATE,  JANUARY- 
DECEMBER  1991  1 


Census  division/State  Total 


Participating  Nonparticipating  physician 
physician        Assjgne(j  Unassigned 


National  

New  England: 

Maine  

New  Hampshire. 

Vermont  

Massachusetts... 

Rhode  Island  

Connecticut  

Middle  Atlantic: 

New  York  

New  Jersey  

Pennsylvania  

East  North  Central: 

Ohio  

Indiana  

Illinois  

Michigan  

Wisconsin  

West  North  Central: 

Minnesota  

Iowa  


100.0 

72.3 

14.6 

13.1 

100.0 

84.8 

10.2 

5.0 

100.0 

68.3 

15.7 

16.1 

100.0 

90.2 

6.2 

3.6 

100.0 

96.7 

2.8 

.4 

100.0 

97.6 

2.0 

.3 

100.0 

76.2 

12.6 

11.3 

100.0 

63.7 

21.8 

14.9 

100.0 

55.2 

22.4 

22.4 

100.0 

92.3 

6.4 

1.3 

100.0 

79.1 

10.0 

10.9 

100.0 

70.2 

11.6 

18.1 

100.0 

66.1 

13.8 

20.1 

100.0 

86.5 

7.9 

5.6 

100.0 

45.6 

27.6 

26.8 

100.0 

28.6 

24.6 

46.8 

100.0 

61.9 

12.6 

25.5 

451 


TABLE  14.— DISTRIBUTION  OF  COVERED  CHARGES  FOR  SERVICES  BILLED,  BY  PARTICIPA- 
TION STATUS  OF  PHYSICIAN  AND  ASSIGNMENT  STATUS  OF  CLAIM,  BY  STATE,  JANUARY- 
DECEMBER  1991  Continued 


Census  division/State 

Total 

Participating 
physician 

Nonparticipating  physician 
Assigned  Unassigned 

Missouri  

100.0 

40.4 

39.1 

20.8 

North  Dakota  

100.0 

53.2 

15.0 

31.9 

South  Dakota  

100.0 

21.1 

19.3 

59.6 

Nebraska  

100.0 

60.3 

11.4 

28.3 

Kansas  

100.0 

86.8 

6.1 

6.9 

South  Atlantic: 

Delaware  

100.0 

81.7 

11.9 

6.4 

Maryland    

100.0 

85.6 

7.5 

7.0 

District  of  Columbia  

100.0 

80.8 

9.2 

10.0 

Virginia  

100.0 

78.4 

11.9 

9.6 

West  Virginia  

100.0 

85.2 

10.8 

4.1 

North  Carolina  

100.0 

68.3 

16.3 

15.5 

South  Carolina....  

100.0 

71.6 

17.8 

10.6 

Georgia  

100.0 

74.9 

12.8 

12.3 

Florida  

100.0 

74.9 

13.6 

11.5 

East  South  Central: 

Kentucky  

100.0 

76.9 

12.4 

10.6 

Tennessee  

100.0 

76.8 

13.2 

10.0 

Alabama  

100.0 

88.5 

7.0 

4.6 

Mississippi  

100.0 

73.9 

17.2 

8.8 

West  South  Central: 

Arkansas  

100.0 

86.5 

7.8 

5.8 

Louisiana  

100.0 

81.2 

10.5 

8.3 

Oklahoma  

100.0 

57.7 

16.3 

26.0 

Texas   

100.0 

63.6 

20.6 

15.8 

Mountain: 

Montana  

100.0 

34.1 

22.2 

43.7 

Idaho  

100.0 

21.1 

19.2 

59.7 

Wyoming  

100.0 

31.9 

10. H 

Colorado  

100.0 

55.9 

19.7 

24.4 

New  Mexico  

100.0 

57.8 

23.3 

18.9 

Arizona 

100  0 

67  8 

13.5 

18.7 

Utah  

100.0 

75.1 

10.2 

14.7 

Nevada  

100.0 

87.5 

10.2 

2.3 

Pacific: 

Washington  

100.0 

37.9 

25.1 

37.0 

Oregon   

100.0 

50.7 

14.0 

35.4 

California....  

100.0 

75.6 

12.5 

11.9 

Alaska  

100.0 

58.0 

26.6 

15.4 

Hawaii  

100.0 

74.3 

13.2 

12.6 

1  In  instances  in  which  carrier  jurisdictions  do  not  coincide  with  State  boundaries,  carrier  rates  were 
converted  to  State  rates  by  calculating  weights  for  the  relevant  counties  based  on  their  respective  shares  of 
total  1983  Medicare  physician  spending  for  physicians'  services  in  the  State  and  determining  a  weighted  average 
rate.  Rates  reflect  covered  charges  for  physicians  claims  processed  during  the  period. 
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The  changing  pattern  of  reasonable  charge  reductions  reflects,  in 
part,  overall  changes  in  participation  and  assignment  rates.  As 
shown  in  table  13,  participating  physicians  accounted  for  a  growing 
share  of  total  physician  charges.  During  the  first  participation 
period  (fiscal  year  1985),  participating  physicians  (30.4  percent  of 
all  physicians)  accounted  for  36.0  percent  of  all  physician  charges. 
In  1991,  the  proportion  of  physicians  participating  grew  to  47.6  per- 
cent, and  accounted  for  72.3  percent  of  all  physician  charges.  Total 
covered  charges  represented  by  unassigned  claims  declined  from 
34.5  percent  to  13.1  percent  over  the  same  period.  The  proportion 
of  charges  billed  by  participation  and  assignment  status  varies  by 
State;  these  data  are  shown  in  table  14. 

Distribution  of  Physician  Services 

Tables  15-23  show  the  distribution  of  reasonable  charges  for  phy- 
sicians services  for  calendar  year  1990.  These  tables  do  not  reflect 
the  impact  of  the  reductions  in  payments  for  certain  overpriced 
procedures  incorporated  in  OBRA  1990.  More  importantly,  they  do 
not  reflect  the  distributional  shifts  that  are  anticipated  with  the 
implementation  of  the  fee  schedule  in  1992.  As  noted  earlier,  pay- 
ments to  family  practitioners  and  general  practitioners  are  expect- 
ed to  increase  compared  to  what  they  would  have  been  under  the 
old  reasonable  charge  payment  system.  Alternatively,  payments  to 
surgeons  and  certain  other  procedure-oriented  specialties  are  ex- 
pected to  decline  compared  to  what  they  would  have  been  if  the  old 
system  remained  in  place.  These  specialty-specific  increases  and  re- 
ductions are  expected  to  be  reflected  in  an  overall  distributional 
shift  in  payments.  These  shifts  are  expected  to  become  more  pro- 
nounced with  full  implementation  of  the  fee  schedule  in  1996. 

The  calendar  year  1990  data  will  provide  a  basis  for  comparing 
actual  experience  under  the  fee  schedule  with  experience  under 
the  old  system.  The  1990  data  are  tabulations  from  the  1990  Part  B 
Medicare  Annual  Data  Procedure  file,  which  is  a  summary  of  all 
claims  filed  with  the  Medicare  carriers. 

The  totals  shown  will  differ  from  total  SMI  outlay  figures  for 
1990  shown  in  the  budget  for  several  reasons: 

The  amounts  shown  in  these  tables  are  allowed  amounts,  rather 
than  reimbursements — that  is,  they  include  both  Medicare's  and 
the  enrollee's  share  of  reasonable  charges. 

The  amounts  shown  are  for  services  rendered  during  calendar 
year  1990;  budget  figures  are  for  payments  made  during  the  fiscal 
year  regardless  of  when  the  services  were  rendered. 

The  amounts  shown  are  only  for  services  reimbursed  by  carriers 
under  the  reasonable  charge  system;  hence,  they  do  not  include 
Part  B  payments  to  hospital  outpatient  departments  or  to  risk- 
based  prepaid  medical  plans. 

Further,  the  amounts  shown  underestimate  what  they  are  sup- 
posed to  represent  by  a  small  amount  because  some  claims  for  serv- 
ices rendered  in  1990  had  not  been  processed  by  carriers  at  the 
time  the  1990  files  were  submitted  to  HCFA,  and  because  some 
claims  recorded  had  to  be  eliminated  due  to  recording  errors. 

Table  15  illustrates  that  in  1990,  81.1  percent  of  allowed  amounts 
under  the  reasonable  charge  system  were  for  physicians'  services, 
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and  another  3.0  percent  were  for  the  services  of  limited  license 
practitioners — psychologists,  podiatrists,  optometrists,  audiologists, 
chiropractors,  dentists,  and  physical  therapists.  About  4  percent 
went  to  independent  laboratories  in  1990,  while  12.0  percent  went 
to  suppliers  of  medical  equipment,  prosthetics,  and  ambulance  serv- 
ices. 

TABLE  15.— ALLOWED  AMOUNTS  FOR  CPR  CLAIMS,  BY  TYPE  OF  PROVIDER,  1990 


Type  of  provider 

Allowed 
amounts 
(millions) 

Percent  of 
total 

Percent 
inpatient 

Physicians  

$31,390.0 

81.1 

43.0 

Limited  license  practitioners 1  

1,162.0 

3.0 

2.1 

Laboratories  

1,535.0 

4.0 

.3 

Medical  suppliers 2  

  4,626.0 

12.0 

4.3 

All  providers 3  

38,713.0 

100.0 

35.5 

1  Includes  psychology,  podiatry,  optometry,  audiology,  chiropractice,  dentistry,  and  physical  therapy. 

2  Includes  suppliers  of  medical  equipment,  prosthetics,  and  ambulance  services. 

3  Total  does  not  include  charges  for  hospital  outpatient  department  facility  fees  or  for  risk-based  prepaid 
medical  plans  since  these  are  not  reimbursed  under  the  CPR  system. 

Source:  HCFA,  Bureau  of  Data  Management  and  Strategy,  Data  from  the  part  B  Medicare  Annual  Data 
System. 

About  36  percent  of  all  reasonable  charge  allowed  amounts  were 
for  hospital  inpatient  services,  and  almost  43  percent  of  allowed 
amounts  for  physicians'  services  were  inpatient.  The  share  of  phy- 
sicians' services  that  are  inpatient  has  dropped  in  recent  years, 
from  nearly  64  percent  in  1981. 

Table  16  shows  the  distribution  of  spending  for  physicians'  serv- 
ices by  specialty.  (It  excludes  limited  license  practitioners,  labs,  and 
suppliers.)  In  1990,  generalists  accounted  for  30.6  percent  of  spend- 
ing, nonsurgical  specialists  for  19.6  percent,  and  surgical  specialists 
for  34.3  percent.  Radiologists,  anesthesiologists,  and  pathologists 
(RAPs)  together  accounted  for  15  percent  of  allowed  amounts.  Os- 
teopathic physicians  accounted  for  less  than  1  percent  of  total  al- 
lowed amounts  for  physicians'  services. 

The  major  physician  specialties  treating  the  Medicare  popula- 
tion, in  descending  order  of  importance  as  measured  by  total  al- 
lowed amounts,  were  general  internists  (17  percent  of  allowed 
amounts),  ophthalmologists  (12.1  percent),  radiologists  (9.6  percent), 
cardiologists  (8.3  percent)  and  general  surgeons  (6.6  percent). 

The  share  of  services  provided  on  an  inpatient  basis  varied  by 
specialty,  generally  increasing  with  specialization.  About  35.1  per- 
cent of  the  services  of  generalists  were  inpatient  in  1990.  The  inpa- 
tient share  for  nonsurgical  specialists  was  53.1  percent  and  43.7 
percent  for  surgical  specialists. 
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TABLE  16.— ALLOWED  AMOUNTS  FOR  PHYSICIANS'  SERVICES,  BY  PHYSICIAN  SPECIALTY, 

1990 

Snprialtv                              Allowed  char8es    Pprrpnt  of  total  Percent 

bpecialTy  (millions)       mcent  0T  total  inpatient 

Generalists: 

General  practice   $1,126.0           3.6  20.0 

Family  practice  .   1,603.0           5.1  26.1 

Internal  medicine   5,344.0          17.0  40.3 

Pediatrics   25.0            .1  24.7 

Clinics   1,520.0  4.8  37.5 

All  generalists   9,618.0  306  35J. 

Nonsurgical  specialists: 

Allergy   52.0             .2  6.9 

Cardiology   2,606.0           8.3  62.7 

Dermatology   614.0           2.0  1.9 

Gastroenterology   854.0           2.7  46.9 

Neurology   447.0            1.4  51.5 

Psychiatry   476.0           1.5  59.6 

Physical  medicine   160.0            .5  61.5 

Pulmonary  disease   529.0           1.7  70.6 

Geriatrics   16.0           t1)  34.3 

Nephrology   397.0  1.3  56.9 

All  nonsurgical  specialists   6,151.0  19Ji  53J. 

Surgical  specialists: 

General  surgery   2,073.0           6.6  70.8 

Otolaryngology   363.0           1.2  21.2 

Neurosurgery   283.0             .9  85.7 

Gynecology   233.0             .7  47.7 

Ophthalmology   3,792.0          12.1  5.5 

Orthopedic  surgery   1,626.0           5.2  63.4 

Plastic  surgery   163.0             .5  35.7 

Colon  and  rectal  surgery   65.0            .2  36.6 

Thoracic  surgery   988.0           3.1  91.3 

Urology   1,177.0           3.7  49.3 

Hand  surgery   11.0  0)  2U 

All  surgical  specialists   10,775.0  3^3  43.7 

Radiology   3,015.0           9.6  32.1 

Anesthesiology   1,256.0           4.0  74.9 

Pathology   426.0           1.4  51.1 

Osteopathy   148.0  .5  21.8 

Total— all  physicians   31,390.0         100.0  43.0 

1  Less  than  0.05  percent. 

Source:  HCFA,  Bureau  of  Data  Management  and  Strategy,  Data  from  the  part  B  Medicare  Annual  Data 
System. 
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Table  17  shows  the  distribution  of  spending  for  physicians'  serv- 
ices by  type  of  service.  About  34  percent  of  spending  was  for  medi- 
cal care  (nonsurgical)  in  1990.  About  38.7  percent  of  spending  was 
for  surgical  procedures  in  total,  adding  together  the  amounts  for 
surgeons,  assistant  surgeons,  and  anesthesiologists.  About  11  per- 
cent was  for  diagnostic  laboratory  tests,  which  would  include  not 
only  blood  chemistry  analysis  and  urinalysis,  but  also  tests  such  as 
EKGs.  Over  10  percent  of  spending  was  for  radiology,  and  almost  4 
percent  was  for  consultations. 

TABLE  17— ALLOWED  AMOUNTS  FOR  PHYSICIANS'  SERVICES,  BY  TYPE  OF  SERVICE,  1990 


Type  of  service 


Medical  care  

Surgery  ..  

Assistance  at  surgery  

Anesthesia  

Diagnostic  laboratory  tests 

Diagnostic  radiology  

Therapeutic  radiology  

Consultations 1  

Other  2   

All  services  


Allowed  charges 
(millions) 

Percent  of  total 

Percent 
inpatient 

$10,597.0 

33.8 

39.7 

10,627.0 

33.9 

52.2 

360.0 

1.1 

89.6 

1,147.0 

3.7 

75.0 

3,292.0 

10.5 

23.4 

2,992.0 

9.5 

30.5 

556.0 

18 

6.5 

1,129.0 

3.6 

67.0 

691.0 

2.2 

13.6 

31,391.0 

100.0 

43.0 

1  Includes  first  and  second  opinions  for  surgery. 

2  Includes  treatment  for  renal  patients,  pneumococcal  vaccine,  and  medical  supplies,  among  other  things. 
Source:  HCFA. 

Table  18  lists  the  top  20  individual  services,  ranked  by  total  al- 
lowed amounts  on  claims  submitted  by  selected  physicians  for  1990. 
The  most  important  exclusion  is  amounts  for  the  services  of  anes- 
thesiologists, since  there  would  typically  be  a  charge  for  anesthesi- 
ology for  the  surgical  procedures.  The  amounts  for  surgical  proce- 
dures include  claims  by  both  the  primary  surgeon  and  any  assist- 
ant surgeons,  but  not  the  amounts  for  anesthesiologists. 

The  top  20  services  (out  of  more  than  7,000)  accounted  for  36  per- 
cent of  all  spending  for  all  physicians'  services  in  1990.  Cataract  ex- 
traction with  implantation  of  an  intraocular  lens  was  the  top- 
ranked  procedure,  accounting  by  itself  for  more  than  6  percent  of 
total  allowed  amounts  for  physicians'  services.  Other  surgical  pro- 
cedures in  the  top  20  included  transurethral  resections  of  the  pros- 
tate (TURP),  and  total  knee  replacement.  The  remaining  services 
in  the  top  20  were  either  visits,  consultations,  or  EKGs. 

Table  19  presents  total  allowed  amounts  for  selected  groups  of 
generic  services,  and  shows  the  percent  of  total  allowed  amounts 
for  all  physicians'  services  accounted  for  by  each  group.  As  in  table 
18,  certain  physicians'  services — most  notably  for  anesthesiol- 
ogists— are  not  included  in  the  allowed  amounts  for  each  service 
group.  No  attempt  was  made  to  define  and  rank  all  possible  service 
groups,  so  that  there  may  be  other  important  service  groups  that 
do  not  appear  in  the  table.  For  example,  diagnostic  radiology  ac- 
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counts  for  9  percent  of  allowed  amounts  for  physicians'  services 
(from  table  17),  but  radiological  services  do  not  appear  in  table  19. 

TABLE  18.-THE  TOP  20  SERVICES  BILLED  BY  PHYSICIANS  UNDER  MEDICARE,  1990 

Allowed         pprrpnt  nf 

Service  code  and  description  amounts  S 

(millions)  1  10131 


Top  20  services: 

66984— Cataract   $1,938.0  6.2 

90060— Office  visit,  intermediate   1,452.0  4.6 

90050— Office  visit,  limited   1,242.0  4.0 

90260— Hospital  visit,  intermediate   1,001.0  3.2 

90250— Hospital  visit,  limited   806.0  2.6 

90620— Consultation,  comprehensive   635.0  2.0 

90220— Initial  hospital  visit,  comprehensive   487.0  1.6 

90070— Office  visit,  extended   388.0  1.2 

93000 — EKG  (12  Leads)   362.0  1.2 

93307— EKG  (12  Leads)   357.0  1.1 

66821— Lasering,  secondary  cataract   340.0  1.1 

90270— Hospital  visit,  extended   315.0  1.0 

90080— Office  visit,  comprehensive   265.0  .8 

92014— Eye  exam,  established  patient   255.0  .8 

93010— EKG,  interpretation  and  report  only   250.0  .8 

90040— Office  visit,  brief   246.0  .8 

27447— Total  knee  replacement   244.0  .8 

52601 — TURP   241.0  .8 

90020— Office  visit,  comprehensive,  new  patient   237.0  .8 

45378— Diagnostic  colonoscopy   216.0  .]_ 

Total   11,277.0  35.9 


1  Amounts  for  surgical  procedures  include  fees  for  primary  and  assistant  surgeons,  but  not  for 
anesthesiologists. 

Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy.  Data  from  the  part 
B  Medicare  Annual  Data  System. 

The  21  service  groups  shown  in  table  19  accounted  for  43  percent 
of  all  allowed  amounts  for  all  physicians'  services  in  1990.  The 
single  most  costly  group  was  for  office  visits  (accounting  for  over  13 
percent  of  total  allowed  amounts  for  physicians'  services),  followed 
by  hospital  visits  (10  percent).  Cataract  surgery  of  all  types  ac- 
counted for  more  than  6  percent  of  total  allowed  amounts  for  phy- 
sicians' services.  EKGs  accounted  for  2  percent  of  total  allowed 
amounts  when  all  codes  for  the  procedure  are  considered.  It  should 
also  be  noted  that  the  amount  for  hemodialysis  includes  only  physi- 
cian services  and  does  not  include  the  much  larger  amounts  for  the 
facility  charges  for  hemodialysis  that  were  not  billed  under  the  fee- 
for-service  reimbursement  system. 
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TABLE  19.— ALLOWED  AMOUNTS  FOR  SELECTED  GROUPS  OF  PHYSICIANS'  SERVICES,  1990 


Service  group 


Hospital  visits  (90200-90282)   $3,041.0  9.7 

Office  visits  (90000-90080)   4,121.0  13.1 

Cataract  surgery  (66830-66985)   2,009.0  6.4 

EKGs  (93000-93015,  93258-93266,  99150,  99151)   741.0  2.4 

Transurethral  surgery  (52601)   241.0  .8 

Coronary  artery  bypass  (33510-33528)   581.0  1.9 

Hip  arthroplasty  (27130—27132)   170.0  .5 

Cardiac  catheterization  (93501-93562)   549.0  1.7 

Colonoscopy  (45378-45385,  44388-44393,  45355)   512.0  1.6 

Hemodialysis/CAPD  (90941-90958)   18.0  .1 

Thromboendarterectomy  (35301-35381)   105.0  .3 

Knee  arthroplasty  (27446, 27447,  29881)   281.0  .9 

Pacemaker  inplant/removal  (33200-33210,  33232)   112.0  .4 

Vein  bypass  (35501-35587)   81.0  .3 

Emergency  room  visits  (90500-90508)   490.0  1.6 

SNF  visits  (90300-90370)   231.0  .7 

Nursing  home  visits  (90400-90470)   142.0  .5 

Home  visits  (90100-90170)   59.0  .2 

Prostatectomy  (55801-55845)   53.0  .2 

EEGs  (95819-95851, 99150-99151)   39.0  .1 

Pacemaker  tests  (93731-93736)   46.0  .1 

Total   13,624.0  43.4 


Amounts  for  surgical  procedures  include  fees  for  primary  and  assistant  surgeons,  but  not  for 
anesthesiologists. 

Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy.  Data  from  the  part 
B  Medicare  Annual  Data  System. 

In  recent  years,  there  have  been  many  changes  in  the  delivery  of 
health  care  services.  Some  of  the  more  significant  changes  affecting 
Medicare  services  have  been  in  the  delivery  of  surgical  services. 
First,  there  has  been  significant  growth  in  the  amount  of  surgical 
care  provided  by  some  specialties.  Second,  there  has  been  a  dramat- 
ic shift  in  the  place  of  surgical  care;  that  is,  surgical  care  is  now 
frequently  provided  in  outpatient  settings  whereas  previously,  most 
surgical  care  was  provided  in  inpatient  settings. 

As  shown  in  table  20,  the  most  significant  shift  in  site  of  surgical 
care  between  1980  and  1990  was  out  of  inpatient  settings  and  into 
other  settings.  Outpatient  hospital  settings  benefited  most  from 
this  shift,  growing  from  only  3.3  percent  of  all  surgical  charges  in 
1980  to  26.0  percent  in  1990.  The  proportions  of  surgery  taking 
place  in  a  physician's  office  and  in  other  nonhospital  settings  also 
grew  somewhat.  In  1990,  the  proportion  of  all  surgical  care  provid- 
ed in  inpatient  settings  had  dropped  to  50.4  percent. 
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TABLE  20.— CHARGES  SUBMITTED  TO  MEDICARE  FOR  ALL  PHYSICIAN  SURGICAL  SERVICES, 
BY  PLACE  OF  SERVICE,  1980  AND  1990 


Surgical  charges 


Place  of  service  f.mnimi  •        Percent  of      As  percent  of 

*    as  t0Ws 


1980: 

Total   $3,828  100.0  31.8 

Office   445  11.6  12.2 

Outpatient  hospital   129  3.3  29.5 

Inpatient  hospital   3,231  84.4  44.1 

Other 2   23  .6  3.7 

1990: 

Total   11,048  100.0  33.3 

Office   2,004  18.1  16.2 

Outpatient  hospital 1   2,867  26.0  54.3 

Inpatient  hospital   5,563  50.4  40.6 

ASC   488  4.4  51.2 

Other2   127  1.1  14.5 


1  Amounts  shown  represent  submitted  charges  prior  to  "reasonable  charge"  reductions. 

2  Includes  homes,  nursing  homes,  and  other  places  of  service. 

Source:  Health  Care  Financial  Administration,  Bureau  of  Data  Management  and  Strategy,  part  B  Carrier 
Statistical  System. 

Table  21  shows  the  percent  of  total  surgical  charges  by  specialty 
in  1980  and  1990.  In  1980,  three  specialties  (ophthalmology,  general 
surgery,  and  orthopedic  surgery)  accounted  for  nearly  half  of  all 
Medicare  surgical  care.  These  same  three  specialties  accounted  for 
nearly  the  same  proportion  of  total  surgical  care  in  1990,  but  the 
shares  among  these  specialties  changed.  While  ophthalmologists  ac- 
counted for  only  13.6  percent  in  1980,  by  1990  their  share  had 
nearly  doubled  to  24.4  percent  due  primarily  to  the  substantial 
growth  in  cataract  surgery  during  the  1980s.  For  three  specialties 
(ophthalmology,  gastroenterology,  and  otology,  laryngology  and  rhi- 
nology  or  ENT),  surgical  care  represented  much  larger  proportions 
of  their  total  Medicare  practice  in  1990  than  in  1980. 
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TABLE  21.— SUBMITTED  SURGICAL  CHARGES  UNDER  MEDICARE  AS  A  SHARE  OF  TOTAL 
SURGICAL  CHARGES  AND  AS  A  PERCENT  OF  TOTAL  PRACTICE  CHARGES,  BY  MEDICAL 
SPECIALTY,  1980  AND  1990 


Specialty 


All  physicians  

Ophthalmology  

General  surgery  

Orthopedic  surgery  

Urology  

Thoracic  surgery  

Clinic  or  other  group  practice.... 

Internal  medicine  

Cardiovascular  disease  

Podiatry  

Gastroenterology  

Dermatology  

Neurological  surgery  

Othology,  laryngology,  rhinology 

Plastic  surgery  

Other  


Percent  distribution  of  Surgical  charges  as  a 
surgical  charges  percent  of  total  practice 
  charges 

1980         1990  198Q  199Q 


100.0 

100.0 

31.8 

33.3 

13  6 

24  4 

62 1 

71 1 

22.1 

13.8 

71.6 

73.7 

13.0 

10.6 

73.6 

71.8 

10.7 

6.9 

75.6 

64.4 

8.0 

7.3 

82.2 

81.5 

4.7 

3.3 

25.8 

24.3 

4.2 

4.2 

6.9 

8.8 

2.7 

5.5 

22.4 

23.5 

3.0 

3.6 

53.5 

59.9 

1.7 

5.3 

45.9 

69.2 

2.4 

3.9 

60.9 

70.4 

2.9 

2.0 

70.2 

77.2 

1.9 

.2 

49.7 

69.3 

1.3 

1.3 

88.1 

86.3 

8.4 

7.6 

7.3 

Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy,  part  B  Carrier 
Statistical  System. 

As  shown  in  table  22,  many  different  medical  specialties  partici- 
pated in  the  shift  to  outpatient  surgery.  In  1980,  only  two  special- 
ties (dermatology  and  podiatry)  performed  the  majority  of  their 
surgical  services  in  outpatient  settings;  in  these  cases,  the  care  was 
generally  provided  in  the  physician's  office.  In  1990,  seven  special- 
ties provided  a  majority  of  their  surgical  care  in  outpatient  set- 
tings: ophthalmology,  podiatry,  gastroenterology,  dermatology, 
ENT,  internal  medicine,  and  plastic  surgery.  Podiatrists  and  der- 
matologists continued  primarily  to  work  in  their  offices;  internist 
split  their  non-inpatient  work  between  office  and  outpatient  set- 
tings, while  the  other  specialties  provided  their  surgical  services  in 
outpatient  hospital  and  ambulatory  surgical  facilities.  Most  surgi- 
cal specialties,  such  as  general,  orthopedic,  cardiovascular,  neuro- 
logical and  thoracic  surgeons,  remained  closely  tied  to  inpatient 
hospital  settings. 
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TABLE  23.— PERCENT  DISTRIBUTION  OF  ALLOWED  SURGICAL  CHARGES  UNDER  MEDI- 
CARE, BY  SELECTED  SPECIALTIES  AND  SELECTED  PLACE  OF  SERVICE,  1990 


Inpatient  hospital: 

General  surgery   21.6 

Orthopedic  surgery   16.7 

Thoracic  surgery   14.0 

Urology   9.0 

Cardiovascular  disease   10.2 

Clinic  and  other  group  practice   4.0 

Gastroenterology   4.4 

Internal  medicine   3.9 

Ophthalmology   3.4 

Neurological  surgery   3.8 

Other  medical  and  surgical  specialties   9.0 

Total   100.0 

Office: 

Ophthalmology   23.1 

Dermatology   21.0 

Podiatry   14.0 

Urology   7.0 

Internal  medicine   6.0 

General  surgery.   4.8 

Orthopedic  surgery   4.4 

Gastroenterology   3.4 

Family  practice   3.3 

Clinic  and  other  group  practice   2.8 

Other  medical  and  surgical  specialties....   102 

Total   100.0 

Outpatient  hospital: 

Ophthalmology   55.1 

Gastroenterology   9.2 

General  surgery   7.7 

Orthopedic  surgery   5.0 

Internal  medicine   4.3 

Urology  :  3.9 

Clinic  and  other  group  practice   3.0 

Otology,  larynology,  rhinology   .6 

Plastic  surgery  ;  .   1.8 

Other  medical  and  surgical  specialties   $A 

Total   100.0 


Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy.  Data  from  the  part 
B  Medicare  Annual  Data  System. 
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In  1990,  ophthalmologists  provided  most  (55.1  percent)  of  the  sur- 
gery done  in  outpatient  hospital  settings  (see  table  23).  The  pre- 
dominance of  ophthalmologists  in  this  setting  is  due  to  cataract 
surgery.  Ophthalmologists  also  accounted  for  the  largest  proportion 
of  office  surgical  charges,  23.1  percent.  However,  dermatologists 
and  podiatrists  also  represented  significant  percentages  of  office 
surgical  charges,  21.0  and  14.0  percent  respectively.  In  inpatient 
settings,  the  traditional  surgical  specialties — general  surgery,  or- 
thopedic surgery,  thoracic  surgery,  urology  and  cardiovascular  sur- 
gery— accounted  for  71.5  percent  of  all  surgical  charges. 

OMNIBUS  BUDGET  RECONCILIATION  ACT  OF  1990 

The  Omnibus  Budget  Reconciliation  Act  of  1990  was  enacted  on 
November  5,  1990.  As  part  of  a  5-year  plan  to  reduce  the  Federal 
deficit,  Congress  reduced  projected  Medicare  outlays  by  $3.4  billion 
for  fiscal  year  1991  and  a  total  of  $43.1  billion  from  fiscal  years 
1991  through  1995.  Reductions  in  physicians'  services  outlays  ac- 
counted for  an  estimated  $945  million  in  fiscal  year  1991,  and  a 
total  of  $9.56  billion  from  fiscal  year  1991  through  1995.  Although 
OBRA  1990  made  reductions  in  payments  for  physicians'  services, 
the  basic  structure  of  physician  payment  reform  enacted  in  OBRA 
1989  remained  intact. 

Updates  in  the  Medicare  Economic  Index 

OBRA  1990  set  the  MEI  for  1991  at  zero  percent  for  all  services 
except  primary  care  services,  which  means  that  the  prevailing  and 
customary  charges  were  frozen  at  1990  levels.  Primary  care  serv- 
ices received  a  2  percent  update  for  1991.  In  addition,  OBRA  1990 
also  specified  that  the  MEI  update  for  1992  would  be  reduced  by 
four-tenths  of  a  percent  below  what  it  otherwise  would  be. 

Medicare  volume  performance  standards  (MVPS) 

OBRA  1990  required  the  Secretary  to  publish  separate  MVPS  for 
surgical  services  and  all  other  physicians'  service  for  fiscal  year 
1991.  The  standards  were  to  be  set  at  the  baseline  rate  of  growth  in 
expenditures  for  fiscal  year  1991,  minus  2  percentage  points. 

Reductions  in  payments  for  identified  overvalued  procedures 

In  OBRA  1987,  Congress  imposed  reductions  in  prevailing 
charges  for  procedures  that  were  identified  as  being  overvalued  or 
overpriced  by  the  PhysPRC.  OBRA  1989  expanded  the  list  of  proce- 
dures the  reductions  applied  to  and  modified  the  calculation. 

OBRA  1990  made  two  types  of  reductions  in  payments  for  over- 
valued procedures.  The  first  made  further  reductions  in  payments 
for  the  same  list  of  procedures  considered  overvalued  by  OBRA 
1989.  It  further  reduced  the  prevailing  charges  for  these  procedures 
by  an  additional  one  third  of  the  difference  between  the  1990  pre- 
vailing charge  and  a  local  prevailing  charge,  which  was  adjusted 
for  local  variations  in  practice  costs  in  the  same  manner  as  in 
OBRA  1989.  As  in  OBRA  1989,  the  maximum  reduction  was  15  per- 
cent. 

OBRA  1990  reduced  the  1991  prevailing  charge  by  6.5  percent  for 
procedures  not  categorized  as  overvalued  in  OBRA  1989,  but  subse- 
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quently  identified  as  overvalued  by  PhysPRC.  These  were  referred 
to  as  unsurveyed  surgical  and  technical  procedures.  All  physicians 
procedures  not  specifically  excluded  were  subject  to  the  second  type 
of  reduction.  Excluded  procedures  included  the  following:  (1)  over- 
valued procedures  subject  to  reductions  in  OBRA  1989;  (2)  radiolo- 
gy, anesthesiology  and  pathology  services;  (3)  evaluation  and  man- 
agement services;  (4)  the  technical  component  of  diagnostic  tests 
subject  to  a  national  median  cap;  and  (5)  specified  services  estimat- 
ed to  be  overvalued  by  less  than  6.5  percent. 

Customary  charges  of  new  physicians 

OBRA  1990  expanded  the  concept  of  reducing  new  physicians' 
charges  by  limiting  the  customary  charges  of  physicians  in  their 
third  year  of  practice  to  90  percent  of  the  prevailing  charge,  and  to 
95  percent  in  the  fourth  year  of  practice.  It  also  extended  the  limits 
on  charges  by  applying  them  to  health  care  practitioners,  who  in- 
clude physicians'  assistants;  certified  nurse-midwives;  qualified  psy- 
chologists; nurse  practitioners;  clincial  social  workers;  physical  and 
occupational  therapists;  certified  registered  nurse-anesthetists;  or 
other  practitioners  specified  by  the  Secretary. 

Beginning  in  1992,  the  approved  fee  for  physicians  in  their  first 
through  fourth  years  of  practice  is  limited  to  80,  85,  90,  and  95  per- 
cent respectively  of  the  fee  schedule  amount  otherwise  applicable. 

Payments  to  anesthesiologists  and  certified  registered  nurse  anesthe- 
tists (CRNAs) 

OBRA  1990  reduced  anethesia  conversion  factors  by  up  to  15  per- 
cent, but  also  established  a  floor  for  local  conversion  factors.  The 
floor  was  equal  to  60  percent  of  the  national  average  weighted  con- 
version factors.  The  reduction  was  equal  to  the  lesser  of  a  15  per- 
cent reduction  in  the  local  prevailing  charge  conversion  factors  or 
the  amount,  if  any,  by  which  the  local  prevailing  charge  conversion 
factors  exceed  the  1990  weighted  national  average  prevailing 
charge  conversion  factor,  which  was  both  reduced  by  7  percent  and 
adjusted  for  physician  work  and  geographic  variations  in  practice 
costs.  Seventy  percent  of  the  prevailing  charge  conversion  factor 
was  attributed  to  physician  work. 

OBRA  1990  also  continued  the  reductions  in  payments  to  anes- 
thesiologists supervising  multiple  concurrent  procedures  performed 
by  certified  registered  nurse  anesthetists. 

OBRA  1990  provided  for  yearly  increases  in  the  conversion  fac- 
tors used  in  the  CRN  A  fee  schedule  between  1991  and  1996.  In 
1996,  the  conversion  factor  for  nonmedically  directed  CRNAs  (those 
who  practice  independently)  was  to  equal  the  expected  conversion 
factor  for  anesthesiologists.  Payments  for  medically  directed 
CRNAs  (those  supervised  by  an  anesthesiologist)  would  equal  70 
percent  of  the  expected  conversion  factor  for  anesthesiologists. 
OBRA  1990  also  directed  that  the  CRN  A  fee  schedule  consist  of 
base  and  time  units,  with  70  percent  of  the  conversion  factor  attrib- 
utable to  work  and  30  percent  attributable  to  overhead.  In  addi- 
tion, it  continued  the  cost-based  passthrough  for  CRNAs  working  in 
rural  hospitals  that  perform  less  than  500  surgeries  a  year. 


51-564   0—92  16 


464 


Payments  for  radiology  services 

OBRA  1990  slowed  the  rate  of  transition  to  the  RBRVS  fee 
schedule,  in  1992  only,  for  radiology  services  previously  paid  under 
the  separate  radiology  fee  schedule.  For  other  physician  services, 
payments  are  reduced  to  the  fee  schedule  amount  unless  the  ad- 
justed historical  payment  basis  is  greater  than  115  percent  of  the 
fee  schedule  amount;  in  this  case,  the  reduction  is  15  percent.  That 
provision  was  modified  for  payments  to  physicians  subject  to  the 
radiology  fee  schedule  such  that,  if  the  historical  payment  basis  ex- 
ceeds 109  percent  of  the  fee  schedule,  payment  would  be  reduced  by 
9  percent  in  1992. 

OBRA  1990  reduced  the  1991  conversion  factor  for  radiology  serv- 
ices (except  portable  x-ray  services)  by  the  lesser  of  9.5  percent  or 
the  amount  (if  any)  by  which  it  exceeds  the  1990  national  weighted- 
average  conversion  factor,  which  was  both  reduced  by  13  percent 
and  adjusted  for  geographic  differences  in  costs.  In  applying  the  ge- 
ographic adjustments,  the  proportion  attributable  to  physician 
work  was  different  for  the  professional  and  technical  components 
of  radiology  services.  For  the  professional  component  of  radiology 
services,  80  percent  of  the  conversion  factor  was  attributed  to  phy- 
sician work.  For  the  technical  component,  0  percent  was  attributed 
to  physician  work. 

OBRA  1990  further  stipulated  a  floor  for  1991  conversion  factors; 
the  minimum  coversion  factor  was  60  percent  of  the  national 
weighted  average  of  conversion  factor  for  1990.  OBRA  1990  also  re- 
duced payment  for  the  technical  component  of  magnetic  resonance 
imaging  (MRI)  and  computer  axial  tomography  (CAT)  scans  by  10 
percent,  effective  January  %  1991. 

OBRA  1990  extended  for  an  additional  year  the  exemption  from 
the  prohibition  on  split  billing  for  interventional  and  cardiovascu- 
lar radiologists  for  1991.  It  also  froze  the  transition  to  the  RBRVS 
fee  schedule  for  physicians  for  whom  nuclear  medicine  services 
constituted  at  least  80  percent  of  the  physician's  Medicare  billings. 
Under  OBRA  1989,  payments  for  these  services  were  scheduled  to 
be  based  two-thirds  on  the  fee  schedule  and  one-third  on  101  per- 
cent of  the  1988  prevailing  charge.  OBRA  1990  retained  the  pay- 
ment system  in  effect  in  1990 — one-third  on  the  fee  schedule  and 
two-thirds  on  101  percent  of  the  1988  prevailing  charge.  OBRA 
1990  also  specified  that  prevailing  charges  for  radiology  services 
not  paid  under  the  fee  schedule  could  not  exceed  fee  schedule 
amounts. 

Payments  for  electrocardiograms  (EKGs) 

OBRA  1990  provided  that,  effective  January  1,  1992,  no  separate 
payment  would  be  made  for  the  routine  interpretation  of  an  EKG 
that  is  performed  or  ordered  in  conjunction  with  a  visit  or  consul- 
tation Payments  would  continue  to  be  made  for  the  technical  com- 
ponent of  EKg's  performed  on  an  outpatient  basis. 

Administrative  changes 

OBRA  1990  included  several  administrative  provisions,  It:  provid- 
ed for  recognition  of  certain  reciprocal  billing  arrangements  be- 
tween physicans  under  specified  conditions  during  continuous  peri- 
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ods  not  in  excess  of  60  days;  directed  the  Secretary  to  conduct  a 
study  of  at  least  six  carriers  of  the  effect  of  releasing  prepayment 
medical  review  screen  parameters;  established  a  Practicing  Physi- 
cians Advisory  Council  composed  of  15  physicians  in  active  prac- 
tice, to  review  and  comment  on  proposed  regulations  and  carrier 
manual  instructions  relating  to  physicians'  services;  and  directed 
the  Secretary  to  conduct  a  study  in  at  least  four  carrier  areas  of 
the  effect  of  permitting  certain  changes  in  the  aggregation  rule 
with  respect  to  claims  under  appeal. 

Balance  billing 

OBRA  1990  included  a  provision  designed  to  alleviate  a  tempo- 
rary decrease  in  total  reimbursement  for  physicians  providing  eval- 
uation and  management  services  during  1991.  OBRA  1989  imposed 
new  limits  on  balance  billing  that  would  have  reduced  total  reim- 
bursement (Medicare  and  beneficiary)  to  physicians  providing  eval- 
uation and  management  services  in  1991.  The  new  fee  schedule  is 
projected  to  increase  payments  for  these  services.  Thus,  under 
OBRA  1989,  payments  to  physicians  for  these  services  would  de- 
crease in  1991  before  being  increased  in  1992.  OBRA  1990  ad- 
dressed this  problem  by  increasing  the  limit  on  balance  billing  for 
evaluation  and  management  services  from  125  percent  to  140  per- 
cent of  the  allowed  amount  for  1991  only. 

Clinical  laboratory  services 

OBRA  1990  specified  that  the  update  to  the  clinical  laboratory 
fee  schedule  would  be  2  percent  for  1991,  1992,  and  1993.  It  reduced 
the  national  cap  on  fee  schedules  from  93  percent  of  the  national 
median  of  the  areawide  fee  schedules  to  88  percent  of  the  median, 
effective  January  1,  1991.  It  also  clarified  the  mandatory  assign- 
ment rule  for  laboratory  services  by  specifically  including  lab  tests 
performed  in  a  physician's  office. 

TABLE  24.— GEOGRAPHIC  PRACTICE  COST  INDICES  BY  MEDICARE  CARRIER  LOCALITY 


Carrier 
number 

Locality 
number 

Locality  name 

Work 

Practice 
expense 

Malprac- 
tice 

510 

5 

Birmingham,  AL  

0.981 

0.913 

0.824 

510 

4 

Mobile,  AL  

.964 

.911 

.824 

510 

2 

North  Central  Alabama  

.970 

.867 

.824 

510 

1 

Northwest  Alabama  

.985 

.869 

.824 

510 

6 

Rest  of  Alabama  

.975 

.851 

.824 

510 

3 

Southeast  Alabama  

.972 

.869 

.824 

1020 

1 

Alaska 

1.106 

1.255 

1.042 

1030 

5 

Flagstaff  (City),  AZ  

.983 

.911 

1.255 

1030 

1 

Phoenix,  AZ  

1.003 

1.016 

1.255 

1030 

7 

Prescott  (City),  AZ  

.983 

.911 

1.255 

1030 

99 

Rest  of  Arizona  

.987 

.943 

1.255 

1030 

2 

Tucson  (City),  AZ  

.987 

.989 

1.255 

1030 

8 

Yuma  (City),  AZ  

.983 

.911 

1.255 

520 

13 

Arkansas  

.960 

.856 

.302 

2050 

26 

Anaheim-Santa  Ana,  CA  

1.046 

1.220 

1.370 

466 


TABLE  24— GEOGRAPHIC  PRACTICE  COST  INDICES  BY  MEDICARE  CARRIER  LOCALITY — 

Continued 


Carrier 
number 

Locality 
number 

Locality  name 

Work 

Practice 
expense 

Malprac- 
tice 

542 

14 

Bakersfield,  CA  

1.028 

1.050 

1.370 

542 

11 

Fresno/Madera,  CA  

1.006 

1.009 

1.370 

542 

13 

Kings/Tulare,  CA  

.999 

1.001 

1.370 

2050 

18 

Los  Angeles,  CA  (1st  of  8)  

1.060 

1.196 

1.370 

2050 

19 

Los  Angeles,  CA  (2d  of  8)  

1.060 

1.196 

1.370 

2050 

20 

Los  Angeles,  CA  (3d  of  8)  

1.060 

1.196 

1.370 

2050 

21 

Los  Angeles,  CA  (4th  of  8)  

1.060 

1.196 

1.370 

2050 

22 

Los  Angeles,  CA  (5th  of  8)  

1.060 

1.196 

1.370 

2050 

23 

Los  Angeles,  CA  (6th  of  8)  

1.060 

1.196 

1.370 

2050 

24 

Los  Angeles,  CA  (7th  of  8)  

1.060 

1.196 

1.370 

2050 

25 

Los  Angeles,  CA  (8th  of  8)  

1.060 

1.196 

1.370 

542 

3 

Marin/Napa/Solano,  CA  

1.012 

1.198 

1.370 

542 

10 

Merced/Surrounding  Countys,  CA  

1.018 

1.009 

1.370 

542 

12 

Monterey/Santa  Cruz,  CA  

1.023 

1.108 

1.370 

542 

1 

North  Coastal  Countys,  CA  

1.003 

1.072 

1.370 

542 

2 

Northeast  Rural  California  

1.001 

.990 

1.370 

542 

7 

Oakland-Berkeley,  CA  

1.028 

1.258 

1.370 

542 

27 

Riverside,  CA  

1.026 

1.080 

1.370 

542 

4 

Sacramento/Surrounding  Countys,  CA  

1.026 

1.088 

1.370 

542 

15 

San  Bernardino/East  Central  CA  

1.025 

1.077 

1.370 

2050 

28 

San  Diego/Imperial,  CA  

1.026 

1.090 

1.370 

542 

5 

San  Francisco,  CA  

1.038 

1.303 

1.370 

542 

6 

San  Mateo,  CA  

1.038 

1.303 

1.370 

2050 

16 

Santa  Barbara,  CA  

1.012 

1.073 

1.370 

542 

9 

Santa  Clara,  CA  

1.048 

1.286 

1.370 

542 

8 

Stockton/Surrounding  Countys,  CA  

1.019 

1.027 

1.370 

2050 

17 

Ventura,  CA  

1.034 

1.132 

1.370 

550 

1 

Colorado  

.999 

.988 

.683 

10230 

4 

Eastern  Connecticut  

.999 

1.053 

1.036 

10230 

1 

Northwest  and  North  Central  Connecticut- 

1.002 

1.071 

1.025 

10230 

3 

South  Central  Connecticut  

1.018 

1.103 

1.188 

10230 

2 

Southwest  Connecticut  

1.053 

1.139 

1.231 

570 

1 

Delaware  

1.026 

1.018 

.664 

580 

1 

D.C.  +  MD/VA  suburbs  

1.059 

1.168 

.947 

590 

3 

Fort  Lauderdale,  FL  

.993 

.981 

1.376 

590 

4 

Miami,  FL  

1.034 

1.025 

1.641 

590 

2 

North/North  central  Florida  cities  

.975 

.932 

1.108 

590 

1 

Rest  of  Florida  

.966 

.871 

1.108 

1040 

1 

Atlanta,  GA  

.975 

1.022 

.752 

1040 

4 

Rest  of  Georgia  

.956 

.841 

.752 

1040 

2 

Small  Georgia  cities  02  

.962 

.895 

.752 

1040 

3 

Small  Georgia  cities  03  

.961 

.869 

.752 

1120 

1 

Hawaii  

1.003 

1.094 

1.025 

5130 

12 

North  Idaho  

.965 

.917 

.889 

5130 

11 

South  Idaho  

.967 

.936 

.889 

621 

10 

Champaign-Urbana,  IL  

.965 

.920 

1.137 

621 

16 

Chicago,  IL  

1.044 

1.114 

1.773 

467 


TABLE  24— GEOGRAPHIC  PRACTICE  COST  INDICES  BY  MEDICARE  CARRIER  LOCALITY — 

Continued 

^ality  name  Work  "ft* 

De  Kalb,  IL  978  .925  1.137 

Decatur,  IL  981  .927  1.137 

East  St.  Louis,  IL  989  .958  1.579 

Kankakee,  IL  972  .925  1.137 

Normal,  IL  997  .968  1.137 

Northwest,  IL  974  .896  1.137 

Peoria,  IL                                  1.009  1.031  1.137 

Quincy,  IL  974  .896  1.137 

Rock  Island,  IL  995  .958  1.137 

Rockford,  IL                               1.010  1.018  1.137 

Southeast  Illinois  974  .896  1.137 

Southern  Illinois  974  .896  1.137 

Springfield,  IL  996  .966  1.137 

Suburban  Chicago,  IL                       1.020  1.097  1.137 

Metropolitan  Indiana  998  .963  .547 

Rest  of  Indiana  979  .896  .516 

Urban  Indiana  980  .905  .516 

Des  Moines  (Polk/Warren),  IA  997  .966  .666 

North  central  Iowa  971  .916  .666 

Northeast  Iowa  972  .918  .666 

Northwest  Iowa  969  .890  .666 

South  central  Iowa  (excludes  Moines)  962  .881  .666 

Southeast  Iowa  (includes  Iowa  City)  976  .933  .666 

Southwest  Iowa  968  .900  .666 

Kansas  City,  KS  978  .964  1.134 

Rest  of  Kansas  953  .893  1.134 

Suburban  Kansas  City,  KS  978  .964  1.134 

Lexington  and  Louisville,  KY  984  .917  .667 

Rest  of  Kentucky  974  .875  .667 

Small  cities  (city  limits)  KY  976  .898  .667 

Alexandria,  LA  985  .889  .808 

Baton  Rouge,  LA  991  .966  .808 

Lafayette,  LA  982  .928  .808 

Lake  Charles,  LA  975  .907  .808 

Monroe,  LA  979  .880  .808 

New  Orleans,  LA  994  1.003  1.185 

Rest  of  Louisiana  972  .880  .824 

Shreveport,  LA                             1.003  .940  .808 

Central  Maine....  942  .903  .716 

Northern  Maine  947  .912  .716 

Southern  Maine  956  .980  .716 

Baltimore/Surrounding  Countys,  MD          1.027  1.040  .927 

South+Eastern  Shore,  MD                  1.011  1.010  .820 

Western  Maryland                          1.006  1.013  .843 

Massachusetts  suburbs/rural  (cities)  997  1.072  .855 

Massachusetts  Urban                       1.002  1.131  .855 

Detroit,  Ml                                 1.059  1.091  1.736 


Carrier 
number 

Locslity 
number 

621 

3 

621 

11 

621 

\jl  i 

12 

1  L 

621 

6 

621 

8 

621 

1 

621 

5 

621 

UL  1 

7 

ULL 

A 
t 

ULl 

2 

L 

621 

UL  L 

IS 
1 J 

621 

UL  i 

14 
it 

621 

q 

ULL 

IS 
i  j 

fi30 

uju 

1 

UJU 

j 

uju 

2 

L 

640 

utu 

5 
j 

640 

3 
j 

640 

UtU 

2 

L 

fi4fl 

UtU 

u 

640 

utu 

A 
t 

640 

utu 

1 
i 

640 

utu 

7 

# 

74n 

/  tu 

j 

UJU 

1 

740 
/  tu 

A 
t 

uuu 

1 
l 

660 

uuu 

J 

uuu 

2 

L 

S28 

JLO 

7 

S28 

JLO 

j 

S98 

JLO 

u 

S28 

JLO 

A 
t 

S28 

JLO 

j 

S98 

JLO 

1 
i 

S98 

JLO 

JU 

S98 

JLO 

2 

L 

21200 

2 

L 

21200 

1 

21200 

3 

690 

1 

690 

3 

690 

2 

700 

2 

700 

1 

710 

1 
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Parripr 

\ju\  1  ICI 

number 

1  nralitu 

number 

Locality  name 

Work 

Prartirp 

expense 

Malnrar. 

tice 

71  n 

/  1U 

9 

L 

Mirhinsin  not  Hotrnit 

1  010 

I.UIU 

Q71 

.3/1 

1  1Qfi 

1.1*70 

790 

00 
uu 

Minnocntu  /Rluo  Qhiolrl^ 

IVIIIIIIcoUld  ^Dluc  ONIclU;  

QQQ 

Q71 

740 
./  M-0 

109A0 

1U£4U 

uu 

MinnocAto  /Tro\/olore^ 

IVIIIINcoUld  ^lldVclcioj  

QQQ 

Q71 
.y  / 1 

7A0 

lU^OU 

1 
1 

Poet  nf  Micciccinni 

neol  Ul  IVMbolooippi  

QfiO 

.3DU 

.000 

.ODU 

LVL  OU 

9 

L 

Ilrhon  Micciccinni  I pitv  limited 

.yoo 

Q09 

.JVC. 

.QOU 

lAf\ 
1 4U 

0 
J 

rxanbdb  uuy  ^Jduroun  uuuii ly ^ ,  iviu  

Q7R 

.y/o 

.yo4 

1  17Q 

1.1  /y 

7/10 

/4U 

9 
L 

Mnrth  Kanc;ic  Pitw  /Pta\/ /Platte  ^  MH 

Q7R 

.yo4 

1  17Q 

1.1/y 

1 1  9G0 
1  l£bU 

0 
j 

Poet  rvf  MicoAiiri 

QR0 
.you 

0A7 
.04/ 

1  17Q 
1.1/y 

/4U 

D 

Rnrol  Mnrth\A/oct  pnnntioc  Miccnnri 

.ODD 

1  17Q 
1.1/y 

1 1  9£0 

L 

Cmill  Cootorn  Pitioe  Mfi 

Q^A 

.yo4 

030 
.000 

1  17Q 

1.1/y 

/4U 

1 
1 

Qt    Inconh  Mfi 

01.  josepn,  iviu  

Q^n 
.you 

QK7 
.00/ 

1  17Q 

1.1/y 

1 1  9fi0 
UZbU 

1 
1 

Qt    1  Aiiic  /I  orriQ  Eictorn  Pitioo  Mf\ 

01.  LOUIb/Ldigc  Ldolclll  Ullco,  IVIU  

.yoo 

QfiA 

.yo4 

1  3^9 

/Ol 

1 
1 

ft /I  nnt  0  no 

QG7 

.yo/ 

Q9A 

710 
./lo 

ODD 

Uu 

QfiO 

.you 

QQQ 

.000 

.400 

1  9Qn 
izyu 

0 
0 

Pll/n  -anH  Flw  /Pitio^  M\/ 

tiKO  ana  tiy  (uuesj,  in v  

QSA 

.yo4 

1  09fi 
l.U^b 

1  1AA 
1.144 

1 
1 

1  Of*    \iAnOO      A^    ol     /  /MTIAP  \  Kill 

Las  vegas,  et  ai  (ernes),  in v  

l.UOD 

1  0Q9 

1  14d 
1.144 

1  9Qfl 

9 

L 

Ponn  ot  ol  ^pitioc\  M\/ 

1  008 

l.UUO 

1  1d1 

1  UA 

1  oon 

izyu 

QQ 

yy 

1  090 
l.UzlU 

1  07Q 

i.u/y 

1  1AA 
1.144 

/oU 

/in 
4U 

Maiii  UotytnchirA 

QK9 

1  01 1 

fi09 

Q&n 

oDU 

9 
L 

ft/linnlA  Mnu/  loroQii 

1  0^A 
1.U04 

1  070 
l.U/U 

1  1^3 
1.100 

Qcn 

obU 

1 
1 

KlArfnArn  Mnu/  Iatoaii 

1  0A0 
1.U4U 

1  131 
1.101 

1  1R3 
1.100 

ocn 
obU 

0 
0 

Cnninnrn    Maui  atoau 

1  01 

1  030 
I.UOU 

1  1^3 
1.100 

i  qgo 
1  ouU 

c 
J 

Mau/  fulfWIAA 

001 

.yoi 

Q9S 

7fi7 

0U1 

1 
1 

DiiHoIa  /  0 1 1  r  r  a  1 1  n  r\  1  n  a   i^Aiintwo  MV 

DUTTaio/ourrounuing  oouniys,  in y  

1  OOfi 
l.UUO 

Q/l  9 

.y4^ 

Qfi3 

.yoo 

QnO 

0U0 

1 

1 

iviannattan,  in y  

1  O^Q 

i.uoy 

1  £A1 
1.04/ 

Qfil 

oUl 

0 
0 

M/MOrn  AAntro    ai^iao     Mau/  VatI/ 

QQ7 

.yy/ 

QR9 

Qfi3 

.yoo 

ono 
0U0 

0 
L 

M  ah,  \J  f\r\/   f\4"\/  riiinnrno  /I  AAA     a  Ann  MV 

New  YorK  uty  suuurDs/Long  isiano,  in y  

1  ncn 
i.Uou 

1  99Q 

1  Q9Q 

ono 
QUO 

0 
0 

rougnKpsie/iN.  ingw  yofk  uity  sudutds  

1  nn/i 
1.UU4 

1  01  Q 
l.Ulo 

1  39^ 
1.0^0 

1  a  oon 

4 

Queens,  NY  

1  nt^Q 
l.Uoy 

1  9^ 

1  OKI 
l.oOl 

out 

0 
L 

Rochester/Surrounding  Countys,  NY  

i  n9i 

1  017 
1.U1  / 

QK3 

.yoo 

om 

out 

A 

4 

Rest  of  New  York  

QQQ 

.yoo 

.yoo 

QK3 

.yoo 

C  (T  Q  C 

0000 

yo 

Kest  01  iNonn  uaronna  

QAQ 

.yoo 

QQ3 
.000 

373 
.0/0 

ccoc 

boob 

n^ 

y4 

llrKon     /Oi+i/    1  irvii^oX     KlAr4"n    Porn  in<^ 

uroan  (uity  Limits;  INonn  uaroima  

.y/o 

Q9fi 

.y^b 

37Q 
.0/0 

oon 
o70 

1 

North  Dakota  

.ybo 

.oyo 

CQQ 

.boo 

1  GQGfi 
lDODU 

1 

AI/rAn  ni4 

QQ^ 

.yyo 

QA4 

Q90 
.y^u 

1  eocn 
lbobU 

L 

Cincinnati,  OH  

QQQ 

.yob 

Q90 

.y^u 

1  cocn 

0 
0 

Ueveland,  UH  

1  m  i 
1.U11 

QCQ 

.ybo 

Q9n 
.yzu 

lbobU 

4 

UOIUmDUS,  UH  

QQQ 

.yoo 

.yob 

Q90 

.y^u 

1  COCA 

lbobl) 

c 
0 

Hiw+nn  HLI 

QQQ 

.yyy 

.yoo 

Q90 

.y^u 

1 U  JUU 

Q 

Fa^t  Cpntral  fStPuhpnvh  OH 

974 

912 

920 

16360 

7 

Mansfield,  OH  

.972 

.906 

.920 

16360 

13 

Marion + Surrounding  Countys,  OH  

.971 

.911 

.920 

16360 

6 

Northwest  (Lima)  OH  

.973 

.919 

.920 

16360 

14 

Scioto  Valley,  OH  

.977 

.936 

.920 

16360 

.15 

Southeast  (Ohio  Valley)  OH  

.973 

.909 

.920 

16360 

8 

Springfield,  OH  

1.004 

.940 

.920 

16360 

10 

Toledo  (Lucas/Wood),  OH  

.991 

.996 

.920 
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Practice  Malprac- 
expense  tice 


16360  12  West  Central  (Lake  Plains),  OH  969  .906  .920 

16360  11  Youngstown,  OH  987  .937  .920 

1370  00  Oklahoma  969  .911  .516 

1380  2  Eugene,  et  al  (cities),  OR  968  1.008  .951 

1380  1  Portland,  etal  (cities),  OR.  993  1.033  .951 

1380  99  Rest  of  Oregon  979  .997  .951 

1380  3  Salem,  etal  (cities),  OR.......  974  .990  .951 

1380  12  Southwest  Oregon  cities  (city  limits)  974  .988  .951 

865  2  Large  Pennsylvania  cities                    1.008  1.001  1.440 

865  1  Philly/Pitt  Medium  Schools/Hospitals         1.014  1.014  1.552 

865  4  Rest  of  Pennsylvania  975  .929  .986 

865  3  Small  Pennsylvania  cities  984  .945  .986 

973  20  Puerto  Rico                                 .882  .763  .466 

870  1  Rhode  Island                               1.009  .998  .734 

880  1  South  Carolina                               .971  .874  .448 

820  2  South  Dakota                               .951  .857  .688 

5440  35  Tennessee                                  .969  .896  .407 

900  29  Abilene,  TX  971  .888  .504 

900  26  AmarilloJX  972  .900  .504 

900  31  Austin,  TX  969  .968  .504 

900  20  Beaumont,  TX  998  .955  .504 

900  9  Brazoria,  TX                               1.025  .955  .504 

900  10  Brownsville,  TX  980  .888  .504 

900  24  Corpus  Christi,  TX                           .976  .944  .504 

900  11  Dallas,  TX  996  .971  .504 

900  12  Denton,  TX  996  .971  .504 

900  14  El  Paso,  TX  995  .894  .504 

900  28  Fort  Worth,  TX  973  .936  .504 

900  15  Galveston,  TX  982  .968  .504 

900  16  Grayson,  TX  964  .903  .504 

900  18  Houston,  TX                               1.014  .982  .656 

900  33  Laredo,  TX  968  .856  .504 

900  17  LongviewJX  968  .929  .504 

900  21  Lubbock,  TX  950  .881  .504 

900  19  Mc  Allen,  TX  945  .873  .504 

900  23  Midland,  TX                                1.023  .998  .504 

900  2  Northeast  rural  Texas  968  .883  .504 

900  13  Odessa,  TX                                1.008  .971  .504 

900  25  Orange,  TX  998  .955  .504 

900  30  SanAngeloJX  954  .902  .504 

900  7  San  Antonio,  TX  973  .929  .504 

900  3  Southeast  rural  Texas  973  .895  .504 

900  6  Temple,  TX  969  .886  .504 

900  8  Texarkana,  TX  953  .883  .504 

900  27  Tyler,  TX  984  .931  .504 

900  32  Victoria,  TX  976  .973  .504 

900  22  WacoJX  981  .871  .504 
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■ 

Lamer 
number 

Lutdiiiy 
number 

Locality  name 
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rldLULc 

expense 
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.  j  i  j 

762 

951 

15 

Madison,  Wl  (Dane  County)  

.977 

.979 

.762 

951 

46 

Milwaukee  suburbs,  Wl  (SE)  

1.010 

1.008 

.762 

951 

4 

Milwaukee,  Wl  

1.008 

1.009 

.762 

951 

12 

Northwest  Wisconsin  

.966 

.898 

.762 

951 

60 

Oshkosh,  Wl  (East-Central)  

.974 

.911 

.762 

951 

14 

Southwest  Wisconsin  

.960 

.888 

.762 

951 

36 

Wausau,  Wl  (North-Central)  

.971 

.898 

.762 

825 

21 

Wyoming  

.988 

.938 

.641 

Note:  Work  GPCI  is  the  y4  work  GPCI  required  by  Pub.  L.  101-239. 

Source:  Federal  Register,  Vol.  56,  No.  227,  Monday,  November  25,  1991;  59785-59790. 


Section  5.  Trade  Adjustment  Assistance 

The  trade  adjustment  assistance  (TAA)  programs  were  first  es- 
tablished under  the  Trade  Expansion  Act  of  1962  for  the  purpose  of 
assisting  in  the  special  adjustment  problems  of  workers  and  firms 
dislocated  as  a  result  of  a  Federal  policy  of  reducing  barriers  to  for- 
eign trade.  As  a  result  of  limited  eligibility  and  usage  of  the  pro- 
grams, criteria  and  benefits  were  liberalized  under  title  II  of  the 
Trade  Act  of  1974,  Public  Law  93-618.  The  Omnibus  Budget  Recon- 
ciliation Act  of  1981  (OBRA),  Public  Law  97-35,  reformed  the  pro- 
gram for  workers  as  proposed  by  the  Administration.  The  amend- 
ments, particularly  in  program  eligibility  and  benefits,  were  in- 
tended to  reduce  program  cost  significantly  and  to  shift  its  focus 
from  income  compensation  for  temporary  layoffs  to  a  return  to 
work  through  training  and  other  adjustment  measures  for  the  long- 
term  or  permanently  unemployed.  The  OBRA  also  made  relatively 
minor  modifications  in  the  program  for  firms.  Most  amendments 
became  effective  on  October  1,  1981.  Both  programs  were  extended 
at  that  time  for  1  year,  to  terminate  on  September  30,  1983. 

Public  Law  98-120  (H.R.  3813  as  amended  by  the  Senate),  ap- 
proved on  October  12,  1983,  extended  the  worker  and  firm  TAA 
programs  for  2  years  until  September  30,  1985.  Sections  2671-2673 
of  the  Deficit  Reduction  Act  of  1984,  Public  Law  98-369,  included 
three  provisions  (sections  3,  6,  and  8  of  H.R.  3391  as  passed  by  the 
House  on  September  15,  1983)  which  amended  the  program  for 
workers  to  increase  the  availability  of  worker  training  allowances 
and  the  level  of  job  search  and  relocation  benefits,  and  amended 
the  program  for  firms  to  increase  the  availability  of  industrywide 
technical  assistance. 

The  termination  date  of  the  worker  and  firm  TAA  programs  was 
further  extended  under  temporary  legislation  in  the  first  session  of 
the  99th  Congress  (Public  Laws  99-107,  99-155,  99-181,  and  99-189) 
until  December  19,  1985.  The  Consolidated  Omnibus  Budget  Recon- 
ciliation Act  of  1985  (COBRA),  Public  Law  99-272  approved  April  7, 
1986,  reauthorized  the  TAA  programs  for  workers  and  firms  for  6 
years  retroactively  from  December  19,  1985,  until  September  30, 
1991,  with  amendments. 

Sections  1421-1430  of  Public  Law  100-418,  the  Omnibus  Trade 
and  Competitiveness  Act  of  1988  (OTCA),  enacted  on  August  23, 
1988,  made  significant  amendments  in  the  worker  TAA  program, 
particularly  concerning  the  eligibility  criteria  for  cash  benefits, 
funding,  and  administration,  further  increasing  the  emphasis  on 
worker  training.  The  amendments  also  expanded  TAA  coverage  of 
workers  and  firms,  contingent  upon  the  imposition  of  an  import  fee 
to  fund  program  costs.  The  OTCA  extended  TAA  program  authori- 
zation for  an  additional  2  years  until  September  30,  1993. 

Section  136  of  the  "Customs  and  Trade  Act  of  1990,"  Public  Law 
101-382,  approved  on  August  20,  1990,  extended  the  completion  and 
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APPENDIX  I.  DEMOGRAPHIC  AND  ECONOMIC 
CHARACTERISTICS  OF  THE  ELDERLY 

This  appendix  presents  selected  historical  and  current  data  on 
the  demographic  and  economic  characteristics  of  the  elderly. 
Tables  1  through  20  present  characteristics  of  the  overall  elderly 
population,  including:  population  and  life  expectancy  trends;  mari- 
tal status  and  living  arrangements;  labor  force  participation;  pover- 
ty statistics;  and  income  sources.  Data  sources  are  noted  at  the 
bottom  of  each  table. 

The  following  definitions  may  be  useful  for  reading  the  tables: 

(1)  "Aged"  and  "elderly"  each  refer  to  any  person  65  years 
old  or  older. 

(2)  "OASDI"  and  "Social  Security"  are  used  interchangeably. 

(3)  "Supplemental  security  income"  is,  at  times,  abbreviated 
"SSI." 

(4)  The  concepts  "unrelated  individual"  and  "unit"  are  used 
many  times  throughout  this  appendix.  "Unrelated  individual" 
refers  to  any  individual  living  alone.  "Unit"  refers  to  an  indi- 
vidual living  alone,  a  couple  living  alone  or  a  family. 

Population 

The  U.S.  population  is  aging.  As  table  1  illustrates,  there  has 
been  and  will  continue  to  be  a  dramatic  increase  in  the  proportion 
of  the  population  that  is  elderly.  The  elderly  represented  6.8  per- 
cent of  the  population  in  1940,  11.1  percent  in  1980,  and  are  pro- 
jected to  represent  12.6  percent  of  the  population  by  the  year  2000. 
The  actual  number  of  elderly  individuals  is  expected  to  quadruple 
between  1940  and  2000,  and  increase  by  roughly  37  percent  be- 
tween 1980  and  2000. 

The  percentages  of  the  population  that  are  75  and  over  and  85 
and  over  will  grow  at  a  faster  rate  than  the  overall  elderly  popula- 
tion. Between  1980  and  2000,  the  percentage  of  the  population  that 
is  over  age  75  is  projected  to  increase  from  4.4  to  6.0  percent.  The 
percentage  of  the  population  that  is  age  85  and  over  is  projected  to 
increase  from  1.0  to  1.6  percent. 
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Trends  in  Life  Expectancy 

Table  2  presents  data  on  life  expectancies  both  at  birth  and  at 
age  65  for  men  and  women.  These  data  cover  the  historical  period 
1900  through  1990,  and  the  projected  period  2000  through  2080.  On 
average,  a  female  born  in  1900  could  expect  to  live  49  years;  a 
female  born  in  1990  could  expect  to  live  nearly  79  years.  Life  expec- 
tancies at  birth  have  increased  so  dramatically  primarily  because 
infant  and  child  mortality  rates  have  decreased,  but  also  because 
individuals  who  live  to  adulthood  are  living  longer.  A  male  reach- 
ing age  65  in  1900  could  expect  to  live  another  11  years  on  average; 
a  male  reaching  age  65  in  1990  could  expect  to  live  another  15 
years.  Life  expectancies  at  birth  and  at  age  65  are  expected  to  con- 
tinue to  increase. 

TABLE  2.— ACTUAL  AND  PROJECTED  LIFE  EXPECTANCIES  AT  BIRTH  AND  AT  AGE  65  FOR 
MEN  AND  WOMEN:  1900-2080 


Life  expectancy  at       Life  expectancy  at 
birth  age  65 

Male       Female       Male  Female 


Actusl' 

i900   46.4  49.0  11.4  11.7 

1910   50.1  53.6  11.4  12.1 

1920   54.5  56.3  11.8  12.3 

1930   58.0  61.3  11.8  12.9 

1940   61.4  65.7  11.9  13.4 

1950   65.6  71.1  12.8  15.1 

1960   66.7  73.2  12.9  15.9 

1970   67.2  74.9  13.1  17.1 

1980   69.9  77.5  14.0  18.4 

1990   71.9  78.8  15.3  19.0 

Projected1: 

2000   72.9  80.0  15.9  19.6 

2010   74.3  80.8  16.3  20.0 

2020   75.0  81.4  16.7  20.4 

2030   75.6  82.0  17.1  20.9 

2040   76.2  82.5  17.5  21.3 

2050   76.7  83.1  17.9  21.7 

2060   77.3  83.6  18.3  22.2 

2080   78.3  84.7  19.0  23.0 


1  Based  on  the  intermediate  mortality  assumptions  of  the  1991  Annual  Report  of  the  Board  of  Trustees  of 
the  Federal  Old-Age  and  Survivors  insurance  and  Disability  Insurance  Trust  Funds. 

Source:  Office  of  the  Actuary,  Social  Security  Administration. 


Marital  Status  and  Living  Arrangements 

Tables  3  and  4  present  information  on  the  marital  status  and 
living  arrangements  of  noninstitutionalized  aged  individuals  for 
1970,  1980,  1989,  and  1990.  Table  3  also  includes  data  for  1960. 
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Perhaps  the  most  striking  statistics  are  those  that  apply  to  elder- 
ly women.  In  each  of  the  4  years  of  table  3,  roughly  40  percent  of 
elderly  women  ages  65  to  74,  and  roughly  70  percent  of  elderly 
women  ages  75  and  over,  were  widows.  The  percentage  of  women 
who  are  widowed  has  decreased  in  both  age  groups.  However,  be- 
cause the  size  of  the  elderly  population  grew  between  1960  and 
1990,  there  are  increasing  numbers  of  widowed  elderly  women  in 
the  United  States.  As  shown  in  table  4  there  were  5.9  million  wid- 
owed women  over  age  65  in  1970  and  8.4  million  by  1990,  represent- 
ing a  42-percent  increase. 
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A  large  and  increasing  fraction  of  all  noninstitutionalized  wid- 
owed women  live  alone.  Over  71  percent  of  widowed  women  lived 
alone  in  1990,  compared  with  56  percent  in  1970.  As  a  result  of  this 
increase,  the  number  of  widowed  women  living  alone  has  grown 
even  faster  than  the  overall  number  of  widowed  women.  Between 
1970  and  1990,  the  number  of  widowed  women  living  alone  in- 
creased by  nearly  80  percent,  from  3.3  to  5.9  million. 

TABLE  4.— LIVING  ARRANGEMENTS  OF  PERSONS  AGED  65  AND  OVER,1  1970,  1980, 1989, 

AND  1990 


[Civilian  noninstitutionalized  population,  number  in  thousands] 


Total 

Wid- 

Wid- 

Living arrangement 

65  and 

Percent 

owed 

Percent 

owed 

Percent 

over 

men 

women 

Total: 

1970  2  

19,061 

100.0 

1,333 

100.0 

5,946 

100.0 

1980  3 

24194 

100  0 

1  342 

100  0 

7  295 

100  0 

1989   

29,022 

100.0 

1^686 

100.0 

8>60 

100.0 

1990  

  29,566 

100.0 

1,755 

100.0 

8,367 

100.0 

In  families: 

1970  2.....  

13,347 

70.0 

499 

37.4 

2,386 

40.1 

1980  3  

16,355 

67.6 

385 

28.7 

2,194 

30.1 

1989  

19,567 

67.4 

553 

32.8 

2,297 

27.8 

1990  

19,737 

66.8 

525 

29.9 

2,202 

26.3 

Living  alone: 

1970  2  

5,071 

26.6 

708 

53.1 

3,309 

55.7 

1980  3  

7,328 

30.3 

893 

66.5 

4,916 

67.4 

1989  

8,851 

30.5 

'  1,058 

62.8 

5,752 

69.6 

1990  

9,176 

31.0 

1,117 

63.6 

5,946 

71.1 

Other: 

1970  2  

645 

3.4 

124 

9.3 

251 

4.2 

1980  3  

511 

2.1 

65 

4.8 

186 

2.5 

1989  

604 

2.1 

75 

4.4 

211 

2.6 

1990  -:. 

653 

2.2 

113 

6.4 

220 

2.6 

1  Excludes  persons  in  institutions  (nursing  homes,  etc.).  The  number  of  such  persons  age  65  years  and  over 
was  estimated  to  be  0.8  million  in  1970,  and  1.6  million  in  1989. 

2  Estimates  based  on  weights  derived  from  the  1970  decennial  census. 

3  Estimates  based  on  weights  derived  from  the  1980  decennial  census. 


Source:  Bureau  of  the  Census,  Current  Population  Reports,  P-20,  Nos.  445  and  450,  and  unpublished  data. 

-    -  " 

Labor  Force  Participation 

Table  5  presents  information  on  the  labor  force  participation 
rates  of  men  and  women  ages  55  and  over  for  selected  years  be- 
tween 1950  and  1991.  Since  1950,  the  labor  force  participation  rate 
for  men  in  this  age  group  has  steadily  declined.  For  men  ages  55  to 
64,  the  rate  has  declined  from  87  to  67  percent.  For  men  ages  65 
and  over,  the  rate  has  declined  from  46  to  16  percent.  The  trend 
looks  different  for  women.  The  participation  rate  for  women  ages 
55  to  64  has  increased  from  27  percent  in  1950  to  45  percent  in 
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1991.  The  rate  for  women  ages  65  and  over  has  decreased  from  10 
percent  in  1950  to  9  percent  in  1991. 

TABLE  5.— CIVILIAN  LABOR  FORCE  PARTICIPATION  RATES  1  OF  PERSONS  55  YEARS  AND 
OVER,  BY  AGE  AND  SEX,  SELECTED  YEARS,  1950-91 


Age  1950    1955    1960    1965    1970    1975    1980    1985    1989    1990  1991 


Men: 

55  to  64           86.9  87.9 

55  to  59         (2)  92.5 

60  to  64         (2)  82.5 

60  to  61....  (2)  (2) 

62  to  64....  (2)  (2) 

65  and  over       45.8  39.6 

Women: 

55  to  64           27.0  32.5 

55  to  59         (2)  35.6 

60  to  64        (2)  29.0 

60  to  61....  (2)  (2) 

62  to  64....  (2)  (2) 

65  and  over        9.7  10.6 


86.8  84.6  83.0  75.8 

91.6  90.2  89.5  84.4 

81.1  78.0  75.0  65.7 

(2)  84.8  82.6  75.2 

(2)  73.2  69.4  58.8 

33.1  27.9  26.8  21.7 

37.2  41.4  43.0  41.0 
42.2  47.1  50.4  47.9 
31.4  34.0  36.1  33.3 
(2)  40.4  41.4  39.5 
(2)  29.5  32.3  29.0 
10.8  10.0  9.7  8.3 


72.3  67.9  67.2  67.7  66.9 

81.9  79.6  79.5  79.8  79.0 

61.0  55.6  54.8  55.5  54.8 
71.8  68.9  68.5  68.8  68.5 
52.8  46.1  45.3  46.4  45.5 

19.1  15.8  16.6  16.4  15.8 

41.5  42.0  45.0  45.3  45.3 

48.6  50.3  54.8  55.3  55.7 
33.3  33.4  35.5  35.5  35.1 
39.8  40.3  43.3  42.9  43.6 
28.6  28.7  30.3  30.7  29.3 

8.1  7.3  8.4  8.7  8.6 


1  Civilian  labor  force  as  percent  of  civilian  noninstitutional  population  aged  16  or  older. 

2  Data  not  available. 

Source:  Bureau  of  Labor  Statistics. 


Poverty  Status  of  the  Elderly  1 

Table  6  shows  that  the  elderly  have  a  lower  incidence  of  poverty 
than  does  the  population  as  a  whole.  In  1990,  12.2  percent  of  the 
noninstitutionalized  aged  were  poor,  compared  to  13.5  percent  of  the 
total  population.  In  spite  of  the  slightly  lower  incidence  of  poverty, 
poverty  rates  among  the  aged  vary  considerably. 

The  poverty  rate  for  aged  women  was  over  twice  the  poverty  rate 
for  aged  men  in  1990.  The  poverty  rate  among  the  black  aged  was 
higher  in  1990  than  that  of  the  white  aged — 27.8  percent  of  black 
aged  men  and  37.9  percent  of  black  aged  women  were  poor,  com- 
pared with  5.6  percent  of  white  men  and  13.2  percent  of  white 
women. 

Unrelated  aged  individuals  had  much  higher  poverty  rates  than 
aged  persons  living  in  families.  White  unrelated  individuals  had 
lower  poverty  rates  than  black  unrelated  individuals. 


1  Please  see  Appendix  J  for  additional  poverty  data  related  to  the  elderly.  Appendix  J  pro- 
vides details  on  how  poverty  is  measured,  statistics  on  trends  in  the  overall  poverty  rate,  and 
comparisons  of  the  poverty  rate  among  selected  demographic  groups,  including  the  elderly. 
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Table  7  presents  additional  information  on  the  poverty  status  of 
the  elderly,  this  time  broken  down  by  sex  and  marital  status.  This 
table  shows  that  most  of  the  difference  in  the  incidence  of  poverty 
between  aged  men  and  aged  women  appears  to  be  associated  with 
differences  in  marital  status  and  age.  Comparing  married  men  and 
women,  the  incidence  of  poverty  is  essentially  the  same  at  each 
age.  Among  aged  men,  poverty  rates  are  highest  among  those  who 
are  not  married  and  among  men  ages  85  and  over.  Among  aged 
women,  particularly  those  over  age  74,  poverty  rates  are  highest 
among  those  who  are  divorced,  separated,  or  never  married,  and 
those  who  are  widowed. 

TABLE  7.— POVERTY  RATES  AMONG  PERSONS  AGE  65  AND  OLDER  BY  AGE,  SEX,  AND 

MARITAL  STATUS:  1990 


65  and  65  to  75  to  85  and 
over        74         84  over 


Male  total  

  7.6 

6.4 

9.3 

12.6 

Married  

  5.3 

4.2 

7.2 

11.4 

Widowed  

  13.8 

13.2 

14.3 

13.9 

Divorced/separated/never  married  

16.1 

16.8 

14.7 

NA 

Female  total  

  15.4 

12.3 

18.3 

24.1 

Married  

  5.7 

4.7 

8.1 

NA 

Widowed  

  21.4 

19.5 

22.1 

24.4 

Divorced/separated/never  married  

  24.3 

23.4 

24.1 

NA 

Total  

  12.2 

9.7 

14.9 

20.2 

NA— Not  available  due  to  unreliability  of  estimate.  Percentage  base  represents  fewer  than  250,000  persons. 
Source:  March  1991  Current  Population  Survey  (CPS).  Table  prepared  by  CRS. 


Income  Sources  of  the  Elderly 

As  noted  in  the  previous  subsection,  most  elderly  individuals  had 
incomes  above  the  poverty  threshold  in  1990,  although  a  sizeable 
minority  was  poor.  Tables  9  through  18  provide  insight  into  the 
sources  and  distribution  of  income  among  the  elderly  population. 
The  percentage  of  the  aged  represented  in  the  various  tables  is 
shown  below. 

TABLE  8.— CHARACTERISTICS  OF  AGED  UNITS:  1991 


Description  of  unit 


Number  of  units 
(in  thousands) 


Persons  age  65 
and  older  (in 
thousands) 


Percent  of 
elderly 


All  persons  in  unit  age  65  and  over                        16,048  22,202 

At  least  one  person  age  65  or  older                       22,794  30,093 

Family  head  age  65  or  older                              20,944  27,938 

Number  of  aged  not  represented  by  the  Current 

Population  Survey   1,448 


70.4 
95.4 
88.6 

4.6 


Note:  Units  comprise  families  and  unrelated  individuals. 

Source:  March  1991  Current  Population  Survey.  Table  prepared  by  CRS. 
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Table  9  provides  information  for  1990  on  the  percentage  of  non- 
institutional  elderly  units  (all  members  ages  65  and  over)  with 
income  from  various  sources,  broken  down  by  income  level.  Note 
that  the  bottom  rows  of  table  9  present  characteristics  of  persons  in 
elderly  units,  by  income  level  of  the  unit.  The  majority  of  these 
units  has  combined  income  above  the  poverty  level  (83  percent).  As 
one  would  expect,  the  fraction  of  units  with  income  from  earnings 
generally  rises  as  income  rises.  For  example,  4.2  percent  of  the 
units  with  income  less  than  the  poverty  threshold  had  income  from 
earnings,  compared  with  20  percent  of  the  units  with  income  above 
the  poverty  threshold.  Although  overall  95  percent  of  the  units  had 
income  from  Social  Security,  only  71  percent  of  those  with  income 
less  than  50  percent  of  the  poverty  threshold  had  income  from 
Social  Security.  Generally,  poor  elderly  units  are  less  likely  than 
nonpoor  elderly  units  to  receive  income  from  pensions  and  from  in- 
terest and  dividends,  and  more  likely  to  receive  income  from 
AFDC,  SSI,  general  assistance,  food  stamps,  and  housing  assist- 
ance. 

Table  10  describes  the  percent  of  the  total  income  of  elderly  units 
that  is  derived  from  various  sources,  broken  down  by  income  level. 
This  table  shows  that  1  percent  of  total  family  income  for  poor 
units  is  from  earnings,  compared  with  12.2  percent  of  nonpoor 
units.  Pension  income  accounts  for  3.1  percent  of  total  income  re- 
ceived by  poor  units,  while  it  comprises  18.4  percent  for  nonpoor 
units.  Social  Security,  SSI,  AFDC,  and  general  assistance  income 
together  represent  79.8  percent  of  total  income  for  poor  units  and 
38.8  percent  for  nonpoor  units.  Interest  and  dividend  income  repre- 
sent 4.3  percent  of  total  income  for  poor  units  and  28.4  percent  for 
nonpoor  units. 

Tables  11  and  12  present  the  same  data  as  tables  9  and  10,  but 
break  all  units  with  all  members  65  or  over  into  married  couples 
and  unrelated  individuals,  respectively.  Table  11  shows  that  4.8 
percent  of  all  married  couples  with  all  members  65  or  over  are 
poor.  Social  Security  and  railroad  retirement  provide  73.1  percent 
of  total  income  for  poor  elderly  couples,  while  providing  only  37.2 
percent  of  total  income  for  nonpoor  couples,  who  also  have  substan- 
tial shares  of  income  from  interest  and  dividends,  pensions,  and 
earnings.  Table  12  shows  that  24.7  percent  of  unrelated  individuals 
age  65  or  over  are  poor.  Almost  one-fourth  (24.2  percent)  of  poor 
elderly  unrelated  individuals  receive  housing  assistance,  which  ac- 
counts for  9.3  percent  of  the  total  income  of  this  group. 

Table  13  shows  how  the  demographic  characteristics  of  elderly 
households  with  all  members  age  65  or  over  and  the  composition  of 
their  incomes  have  changed  between  1979  and  1990.  The  1989  and 
1990  data  are  not  comparable  to  the  1979  data  due  to  processing 
changes  in  the  CPS.  Although  the  total  elderly  population  is  grow- 
ing— from  12.4  million  families  in  1979  to  16.0  million  families  in 
1990 — the  number  of  poor  elderly  families  has  remained  constant 
over  this  time  period.  However,  the  percentage  of  elderly  poor  fam- 
ilies in  which  the  head  is  75  and  over  increased  significantly,  from 
48.7  percent  in  1979  to  57.6  percent  in  1989,  and  then  decreased  to 
55.3  percent  in  1990.  The  percentage  of  elderly  receiving  income 
from  pensions  increased  for  both  the  poor  and  the  nonpoor,  with  an 
increase  in  receipts  from  33  percent  in  1979  to  44.3  percent  in  1990 
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for  the  total  elderly  population.  This  increase  is  also  reflected  in 
the  increase  of  the  percentage  of  total  income  from  pensions,  from 
14.1  percent  in  1979  to  17.7  percent  in  1990.  Over  the  same  time 
period  the  percentage  of  elderly  receiving  income  from  AFDC,  SSI, 
and  general  assistance  decreased  significantly  from  10.0  percent  to 
6.3  percent.  The  percentage  of  all  elderly  receiving  housing  assist- 
ance increased  from  6.1  percent  in  1979  to  8.2  percent  in  1990.  Most 
notable,  however,  is  that  the  percentage  of  poor  elderly  receiving 
housing  assistance  rose  from  11.9  percent  in  1979  to  22.8  percent  in 
1990.  This  is  reflected  in  the  increase  of  the  percentage  of  total  in- 
comes of  poor  elderly  from  housing  assistance  which  rose  from  5.4 
percent  in  1979  to  8.7  percent  in  1990.  Overall,  average  income  of 
the  total  elderly  population  increased  in  real  terms  from  $11,506  to 
$14,733  between  1979  and  1990. 

Table  14  provides  the  same  data  as  tables  9  and  10,  but  with 
income  levels  subdivided  by  cash  income  in  dollars  rather  than  by 
the  ratio  of  total  income  to  the  poverty  threshold. 

Table  15  is  a  comparison  of  elderly  units  with  all  members  age 
65-79  to  all  members  80  and  over.  A  higher  proportion  of  80  and 
over  individuals  are  female.  The  80  and  over  population  also  has  a 
much  smaller  proportion  of  individuals  receiving  income  from 
earnings  and  pensions.  Their  average  income  is  $2,100  less  per 
capita  than  those  age  65-79.  Table  16  focuses  on  units  in  which  any 
member  is  age  65  or  over.  Table  17  provides  information  on  the 
percentage  distribution  of  selected  sources  of  income  between  poor 
and  nonpoor  units  in  which  at  least  one  member  is  age  65  or  over. 
These  data  include  families  with  an  aged  member  and  elderly  indi- 
viduals living  alone. 
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TABLE  11.— PERCENT  OF  MARRIED  COUPLES  WITH  ALL  MEMBERS  AGE  65  OR  OVER  WITH 
INCOME  FROM  VARIOUS  SOURCES,  AND  PERCENT  OF  TOTAL  FAMILY  INCOME  FROM  EACH 
SOURCE,  BY  POVERTY1  STATUS:  1990 


Number  of  married  couples  (in  thousands) 

Percent  of  married  couples  

Earnings 2  

OASDI,  railroad  retirement  

Pensions  

Veterans,  UC,  and  other  compensation  

AFDC,  SSI,  general  assistance  

Child  support,  alimony  

Interest,  dividends 2  

Food  stamps 3  

Housing  assistance 3  


Percent  of  couples  with 

Percent  of  total  income 

income  from  each  source 

from  each  source 

Total 

Poor 

Non- 

Total 

Poor 

Non- 

poor 

poor 

5,717 

273 

5,444 

NA 

NA 

NA 

100.0 

4.8 

95.2 

NA 

NA 

NA 

23.5 

3.3 

24.5 

13.9 

0.8 

14.0 

97.3 

86.8 

97.9 

37.5 

73.1 

37.2 

58.6 

10.3 

61.0 

19.2 

4.2 

19.3 

7.4 

2.4 

7.7 

0.8 

0.6 

0.8 

2.1 

18.0 

1.3 

0.2 

7.9 

0.1 

3.9 

0.5 

4.0 

0.7 

0.2 

0.7 

82.6 

39.5 

84.8 

27.5 

7.0 

27.7 

1.8 

14.9 

1.2 

0.0 

2.6 

0.0 

1.8 

10.8 

1.3 

0.1 

3.6 

0.0 

1  Based  on  Orshansky  poverty  levels. 

2  Negative  incomes  (i.e.,  losses)  set  to  zero. 

3  The  cash  values  of  food  stamps  and  housing  assistance  were  estimated  using  their  market  values.  Their 
cash  values  are  excluded  from  total  income  for  purposes  of  determining  poverty  status.  Cash  values  of  food 
stamps  and  housing  assistance  are  included  in  total  income  for  calculating  the  percentage  share  of  total  income. 

NA— Not  applicable. 

Source:  March  1991  Current  Population  Survey  (CPS).  Table  prepared  by  CRS. 
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TABLE  12.— PERCENT  OF  UNRELATED  INDIVIDUALS1  AGE  65  OR  OVER  WITH  INCOME  FROM 
VARIOUS  SOURCES  AND  PERCENT  OF  TOTAL  INCOME  FROM  EACH  SOURCE,  BY  POVERTY 
STATUS:2  1990 


Percent  of  units  with       Percent  of  total  income 


income  from  each  source 

from  each  source 

Total 

Poor 

Non- 
poor 

Total 

Poor 

Non- 
poor 

iNumDer  ot  maiviauais  (in  inousanas ;  

in  D31 

7 

MA 

MA 

MA 
IN  A 

Pprrpnt  nf  individuals 

100.0 

24.7 

75.3 

NA 

NA 

NA 

Earnings 3  

13.6 

4.3 

16.7 

9.1 

1.0 

10.0 

OASDI,  Railroad  retirement  

93.8 

89.4 

95.3 

42.6 

70.9 

39.8 

Pensions  

36.0 

8.5 

45.1 

15.9 

2.9 

17.2 

Veterans,  UC,  and  other  compensation 

4.8 

3.6 

5.1 

1.1 

1.1 

1.1 

AFDC,  SSI,  general  assistance  

8.5 

24.3 

3.2 

1.3 

8.8 

0.5 

Child  support,  alimony  

3.7 

1.8 

4.3 

1.1 

0.3 

1.2 

Interest,  dividends 3  

68.0 

34.8 

78.9 

27.3 

4.0 

29.5 

Food  stamps 4  

6.5 

21.3 

1.7 

0.2 

1.7 

0.0 

Housing  assistance 4  

12.1 

24.2 

8.1 

1.5 

9.3 

0.7 

1  Elderly  living  alone. 

2  Based  on  Orshansky  poverty  levels. 

3  Negative  incomes  (i.e.,  losses)  set  to  zero. 

4  The  cash  values  of  food  stamps  and  housing  assistance  were  estimated  using  their  market  values.  Their 
cash  values  are  excluded  from  total  income  for  purposes  of  determining  poverty  status.  Cash  values  of  food 
stamps  and  housing  assistance  are  included  in  total  income  for  calculating  the  percentage  share  of  total  income. 

NA— Not  applicable. 

Source:  March  1991  Current  Population  Survey  (CPS).  Table  prepared  by  CRS. 
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TABLE  15.-C0MPARIS0N  OF  ELDERLY  UNITS  1  WITH  ALL  MEMBERS  AGE  65  TO  79  TO  ALL 
MEMBERS  80  AND  OVER,  1990 


Poor  Nonpoor  Total 

65-79        80+        65-79        80+  65-79 


Number  of  units  (in  thousands) .... 
Number  of  persons  (in  thousands) 
Characteristics  of  persons: 


Percent  Hispanic  

Percent  female  

Percent  unrelated  individuals. 

Average  family  size  

Percent  with  income  from: 

Earnings 3  

OASDI,  railroad  retirement  

Pensions  

UC  and  other  compensation .. 
AFDC,  SSI,  general  assistance 
Child  support,  alimony  


Percent  of  total  income  from: 

Earnings 3  

OASDI,  railroad  retirement  

Pensions  

UC  and  other  compensation .... 
AFDC,  SSI,  general  assistance. 

Child  support,  alimony  

Interest,  dividends 3  

Food  stamps 4  

Housing  assistance 4  


1  Q1  0 

o  n  i  o 
Z,Ulo 

1  ooo 

1  0  1  CO 
1  C  OOO 

10,601 

0  107 

6,161 
0  oco 

1 1  oct: 
ll,9bO 

17  001 

A  000 
A  000 

71  0 

/i.y 

70  1 

/y.i 

00  1 
30.1 

94. y 

90. b 

91. b 

01  c 

21.0 

17  1 

4.9 

6.b 

6.9 

6.4 

6.6 

0  0 

3.8 

o  n 

2.0 

1  r 
1.5 

2.5 

2.0 

77.6 

78.3 

60.4 

60.6 

62.4 

64.3 

80.4 

84.0 

35.8 

53.7 

41.0 

60.1 

1.1 

1.1 

1.5 

1.3 

1.4 

1.3 

5.6 

1.6 

23.9 

7.2 

21.1 

5.9 

87.8 

91.7 

96.1 

97.4 

94.8 

96.1 

9.5 

7.4 

54.0 

44.3 

47.2 

35.8 

3.9 

2.7 

7.1 

3.0 

6.7 

2.9 

25.5 

20.4 

2.5 

3.3 

6.0 

7.3 

2.0 

1.0 

4.3 

4.0 

3.9 

3.3 

33.4 

39.0 

80.8 

82.1 

73.7 

72.1 

90  fi 

LL.KJ 

1  8  1 
10. 1 

1.0 

i  k 

1.0 

t;  a 
0.4 

24.7 

19.4 

4.8 

6.3 

7.8 

9.4 

1.3 

0.2 

14.4 

3.9 

13.9 

3.6 

69.3 

74.7 

37.5 

42.4 

38.7 

44.7 

3.0 

3.1 

19.3 

14.9 

18.7 

14.1 

1.2 

0.7 

1.1 

0.4 

1.1 

0.4 

9.3 

7.6 

0.3 

0.5 

0.6 

1.0 

0.4 

0.1 

0.9 

1.1 

0.9 

1.1 

4.2 

4.5 

26.4 

36.3 

25.5 

34.1 

2.0 

1.5 

0,0 

0.0 

0.1 

0.1 

9.3 

7.6 

0.3 

0.5 

0.6 

1.0 

$4,754 

$4,704 

$16,574 

$15,303 

$15,197 

$13,089 

1  Includes  unrelated  individuals  (elderly  living  alone) 

-  Includes  "other"  races. 

:!  Negative  incomes  (i.e.,  losses)  set  to  zero. 

4  The  cash  values  of  food  stamps  and  housing  assistance  were  estimated  using  their  market  values.  Their  cash  values  are  excluded  from  total 
income  for  purposes  of  determining  poverty  status.  Cash  values  of  food  stamps  and  housing  assistance  are  included  in  total  income  for  calculating 
the  percentage  share  of  total  income. 

■"'Includes  cash  values  of  food  stamps  and  housing  assistance,  and  includes  negative  incomes  (i.e.,  losses). 

Note:  Details  may  not  sum  to  totals  due  to  rounding. 

Source:  March  1991  Current  Population  Survey  (CPS).  Table  prepared  by  CRS 
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TABLE  16.— PERCENT  OF  UNITS  1  WITH  ANY  MEMBER  AGE  65  OR  OVER  WITH  INCOME 
FROM  VARIOUS  SOURCES,  AND  PERCENT  OF  TOTAL  UNIT  INCOME  FROM  EACH  SOURCE, 
BY  POVERTY  2  STATUS:  1990 


Percent  of  units  with  income     Percent  of  unit  income  from 
from  each  source  each  source 


Total 

Poor 

Nnnnnnr 

Total 

Pnnr 

Nnnnnnr 

Number  of  units  (in  thousands)  

22,794 

3,300 

19,494 

M  A 

NA 

NA 

Kl  A 

NA 

Number  of  aged  individuals  (in  thou- 

sands)   

Qfl  AQQ 

0,DOO 

OC 

MA 

NA 

MA 

(MA 

MA 

NA 

Da iv* Alii  at  iinitc 

percent  ot  unns  , 

inn  o 

1UU.U 

14. D 

oO.D 

MA 

MA 

MA 

Earnings  3 

34  2 

96 

38  4 

30  2 

52 

31  1 

OASDI,  railroad  retirement  

93.0 

88.0 

93.9 

30.2 

65.3 

29.0 

Pensions  

44.0 

8.5 

50.0 

15.0 

2.8 

15.4 

Unemployment  compensation,  workers 

compensation,  veterans  payments  . 

8.2 

4.1 

8.9 

1.1 

1.3 

1.1 

AFDC,  SSI,  general  assistance  

7.9 

26.3 

4.8 

0.9 

10.8 

0.5 

Child  support,  alimony  

Interest,  dividends 3  

5.7 

3.0 

6.1 

0.9 

0.7 

1.0 

72.3 

32.8 

79.0 

21.0 

3.8 

21.6 

Food  stamps 4  

4.8 

22.7 

1.8 

0.1 

2.9 

0.0 

Housing  assistance 4  

6.3 

20.4 

3.9 

0.4 

7.1 

0.2 

1  Includes  both  families  and  unrelated  individuals. 

2  Based  on  census  ("Orshansky")  poverty  levels. 

3  Negative  income  (i.e.,  losses)  set  to  zero. 

4  The  cash  values  of  food  stamps  and  housing  assistance  were  estimated  using  their  market  values.  Their 
cash  values  are  excluded  from  total  income  for  purposes  of  determining  poverty  status.  Cash  values  of  food 
stamps  and  housing  assistance  are  included  in  total  income  for  calculating  the  percentage  share  of  total  income. 

NA— Not  applicable. 

Note:  Details  may  not  sum  to  totals  due  to  rounding. 

Source:  March  1991  Current  Population  Survey  (CPS).  Table  prepared  by  CRS. 
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Tables  18  through  20  provide  data  from  the  Current  Population 
Survey  for  1991.  Table  18  shows  the  distribution  of  the  share  of 
total  family  income  that  is  accounted  for  by  Social  Security  income. 
The  tables  include  all  units  where  the  head  is  age  65  and  over,  in- 
cluding families  and  unrelated  individuals.  For  example,  for  elderly 
units  in  poverty,  Social  Security  represents  over  90  percent  of  their 
income  in  51.2  percent  of  such  families.  In  less  than  1  percent  of 
elderly  families  with  income  three  times  the  poverty  level  does 
Social  Security  income  constitute  more  than  90  percent  of  total 
family  income. 

Table  19  presents  similar  information  except  that  it  shows  the 
percent  of  family  income  derived  from  supplemental  security 
income  (SSI)  and  Social  Security  benefits  combined. 

Table  20  presents  the  number  of  families  with  an  aged  head  with 
different  combinations  of  SSI,  Social  Security  or  railroad  retire- 
ment, and  food  stamp  income.  For  families  in  poverty,  88.7  percent 
receive  Social  Security  or  railroad  retirement,  24.2  percent  receive 
SSI,  and  22.5  percent  receive  food  stamp  benefits.  Only  10.6  percent 
of  elderly  families  under  poverty  receive  all  three  types  of  income. 
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Total 

20,944 

27,938 
100.0 

Nonpoor 

17,776 

24,438 
100.0 

Poor 

3,167 

3,501 
100.0 

3.00  and 
over 

oo 
1 — . 

r-»r 

10,835 
100.0 

2.00  to 
2.99 

CD 
CO 

"Sf 

5,816 
100.0 

1.50  to 
1.99 

CVJ 
CO 

oo 

cvT 

3,701 
100.0 

1.25  to 
1.49 

1,648 

2,112 
100.0 

1.00  to 
1.24 

CO 

1,973 
100.0 

0.75  to 
0.99 

co 

oo_- 

2,016 
100.0 

0.50  to 
0.74 

cr> 

CVJ 

oo 

907 
100.0 

Under 

0.50  . 

LO 

co 

LO 

578 
100.0 

r--  lo      en  . — i 


to  co     l  i — IP--       oo  CSJ 


cvi  co  i — cn  cvj      r—  co 


LO  co  to  co  co  oo  CVJ 
r-Jdcjjcjd      .—i  oo 


LO  CVJ  to  OO  OO        CO  CO 


I —  I — CO  CO  «— I        CO  CO 


- — i  oo  i — •  «^  lo      to  ^ 
cvj  oS  co  r-^  i — '      r-^  cvj 
co  r— i  co  cr> 


i —  lo  p—  r~~  lo      cvj  oo 


cn  to  co  . — <  i — -      co  ^cp 

i — iuo«sr'. — i  co      co  to 
cvj  i — i  lo  cn 


co  LO  i — oo  co      -53-  to 


cn  cn  esq  cn  co 
- — i  lo  cn  lo  to 


0/5  SR. 

"O  CUD 

£=  CO 
CO 

o  °^ 

S  -o 
> 


5  ™ 


cn  cn  cn  g£  1=1 
oS  o->  o->  = 


O  CO  r~   CD  •• 


2  — '      o  o  c\j  in  oo  cn  o 
^  — "c3  2  a5  "  § 

—  co  —  .S 

"O   O  CD  CD 

h—  CO  Q_  Q_ 


CxOJ 


>  S  = 


^  CO 

oo 
OO  cu 

go  — 
cu 


o  cu 
S3  if 

O.CO 

_2  — 
o-2 


il 

is 

cu 

_Q  CU 
OO 

cu  ca 

i* 

S2  cu 


CUD 

EE  

Ml 

i  0.0 


O-  CD 

<-> 

ca  cu 
to  g  °" 
-o  o<=> 

O  U(fl 
O    d  --+. 


b| 

_  .2  E 
5  o  e=  cu 

^8  = 

3  US 

c_f^£  0 
5  o  _  E 

=  1-S  3. 

cu 


oo  cu 


^°  s 

II  ^ 

^£  =  >r 
o  ± 

°-  SB  go  == 

-'  "TO  OO 

00  tSco  -  g 
>  co 

#411 


_ca 


CT3   O  _, 

00  ~_ 


00  cu 


Q  cu 

cu'  C? 


1256 


o 


O 
O 


CD 
CD 
CD 


CD 
CD 


CD 
CD 


CD 
CD 


■^r  . — ;  p-~-  CD  •— •  oo  i — 
CD  cn  uri  co  lo  ^ 

cvj  cvj  cvj  , — i  cn 


en      lo  *=3-  cn      r--.  oo 
• — '  oo  « — i  r--  oo      oo  co 
■ — ■      co  cn 


lo  »^t-  lo  oo  oo      cn  i — i 

< — "  CD  Cn  CD  CD  i — i  OO 


Cvj  . — I  OO  CD  - — I 


Cvj  OO 
I — '  Cvj 

cn 


cvj  oo  r —  c_d  r--      cn  , — i 
oo  lo  co  cvj  cvj      r~^i  Cvj 
■ — i  > — i  cvj  cn 


cn . — icvjo^- 
i — i  cn  cn  i — '  i — i 
Cvj  . — i 


*=d-  r —  pvtooo  - — i  cn 
- — <  co  cn  i — i  oo      co  , — ! 
■ — '  - — i  lo  cn 


CD  LO  OO  OO  CO        ^  CO 

< — "  oo  oo  oo  cd      r--"  cvj 
- — ir--.cn 


CO  CD  OO  i — i  cn       CD  CD 


co      cn  ^a-  lo  co 


co  >— 


°°iH  E 


o.  E. 

CO  lo 


o 

o 

>N 

cz 

=3 

O 

CD 

'  LZ 

CO 

=3 

O 

CD 

CO 

"o 

o 

fro 

CO 

'o 

o 

CO 

no 

""5 

i2  co 

CO 

to      °1  cn  cn  cn  2f 

^r-oo  E  =  £ 
-2  o  o  o 

CD   £  ' 

CO  E  "  LO  CD  CD  CD 

o  cd  cvi  lo  oo  cn 

ITS  O 


i=  to 
52  oo 


to  £  £  ~E 
"S3  Mo  5 

oo  ~ 

55  J2  E  ^ 
=  E 

O  c_>  k,— 

CO  Ch_ 

o~Z  ° 
=  32  co*- 

3  g;  q  <r> 

o  o  -•— '  o 

  <x>  rB 

TO  ®3  *- 

co  uo 

>—   QO  • 


CO 


E  -o  c  10  « 
Jo  t=  -s=      E  £P 
co  *s  co  o  .E 

Hiss-  I 

—       o       co  as 
_        cu  zs  22 o 
>ow  E 


CO  =  _ 
&   TO-g   1=  o 

.== _E  E  a> 


E  o 


:    CO  '  ^    Q,    CO  O 

aj  o  a>  E 

£  J  acu  ^ 

 -C  « 

co  co  co  Si 

OS         "tS   c—  Q- 

=  3  0 

"CJ  CU  LO  OO 


cd  co  cd  co 
££  CO  OOO 
CD  CD 


)   TO  TO  <P 


>—  Sl— CO 

~    c:  *  »_ 
—  o 


J2.  to 


E  « 

CO  ^ 


1257 


TABLE  20.— RECEIPT  OF  SOCIAL  SECURITY,  SUPPLEMENTAL  SECURITY  INCOME,  FOOD 
STAMPS,  AND  COMBINATIONS  THEREOF,  AMONG  UNITS 1  WITH  AN  AGED  HEAD 
CLASSIFIED  BY  FAMILY  MONEY  INCOME  AS  A  PERCENT  OF  THE  POVERTY  THRESHOLD: 
1990 


Less  than  100  percent  of      100  to  149.9  percent  of 
poverty  threshold  poverty  threshold 

Type  of  benefit 


Number  (in 
thousands) 

Percent 

Number  (in 
thousands) 

Percent 

Social  Security 2  

2,808 

88.7 

3,252 

96.9 

SSI  

766 

24.2 

344 

10.2 

Food  stamps  

712 

22.5 

204 

6.1 

Social  Security  only 3  

SSI  only3  

1,933 

61.0 

2,840 

84.6 

74 

2.3 

34 

1.0 

;  Food  stamps  only 3  

24 

0.7 

3 

0.1 

Social  Security  and  food  stamps4  

i  Social  Security  and  SSI 4  

268 

8.4 

115 

3.4 

271 

8.6 

225 

6.7 

SSI  and  food  stamps4  

85 

2.7 

14 

0.4 

All  three  income  sources  

336 

10.6 

71 

2.1 

No  Social  Security,  SSI,  or  food  stamps 

177 

5.6 

55 

1.6 

Total  

3,167  . 

3,357 

1  Includes  unrelated  individuals  and  elderly  individuals  living  alone. 

2  Includes  railroad  retirement. 

3  Row  4  which  is  labeled  "social  security  only"  means  the  family  only  receives  social  security  and  does  not 
receive  SSI  or  food  stamps.  The  family  could  be  receiving  other  types  of  income.  The  same  is  true  of  rows  5 
and  6. 

4  Family  receives  only  the  two  types  of  income  specified  but  not  the  third.  The  family  could  be  receiving 
other  sources  of  income  than  the  three  mentioned. 

Source:  March  1991  Current  Population  Survey  (CPS).  Table  prepared  by  CRS. 


Housing  Arrangements  of  the  Elderly 

Table  21  shows  housing  tenure  for  poor  and  nonpoor  aged  fami- 
lies and  unrelated  individuals.  The  table  shows  that  the  majority  of 
poor  families  with  an  aged  member  (70  percent)  and  aged  poor  un- 
related individuals  (50  percent)  owned  their  own  home  or  lived 
with  relatives  in  an  owner  occupied  unit.  In  comparison,  88  percent 
of  aged  nonpoor  families  and  68  percent  of  aged  nonpoor  unrelated 
individuals  owned  their  own  home.  Almost  one  in  four  (24.2  per- 
cent) poor  aged  unrelated  individuals  reported  living  in  publicly 
supported  housing  (either  public  housing  or  rent  subsidized  hous- 
ing). About  8  percent  of  aged  nonpoor  unrelated  individuals  lived 
in  publicly  supported  housing. 
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TABLE  21.— HOUSING  TENURE  OF  AGED  FAMILIES  AND  UNRELATED  INDIVIDUALS  BY 
FAMILY  TYPE  AND  POVERTY  STATUS,  1990 


Percent  of  total 


Total  Rent  housing 


Si       Own       No  cash  Not 
}      h°USmg       rent        Total      «  p£ly 


Any  member  age  65  or  over: 


In  families: 

Total   12,763  87.0  1.0  12.0  1.7  10.3 

Poor   821  69.6  2.3  28.1  8.7  19.4 

Nonpoor   11,942  88.2  0.9  10.9  1.2  9.7 


Unrelated  individuals: 

Total   10,031  63.5  3.0  33.4  12.0  21.4 

Poor   2,479  50.4  4.8  44.8  24.2  20.6 

Nonpoor   7,552  67.8  2.5  29.7  8.0  21.7 


Source:  March  1991  Current  Population  Survey  (CPS).  Table  prepared  by  CRS. 

Present  Values  of  Social  Security  and  Medicare  Taxes  and 

Benefits 

Many  people  are  interested  in  comparing  the  value  of  Social  Se- 
curity and  Medicare  benefits  to  the  amount  of  the  payroll  taxes 
and  premiums  paid  to  acquire  those  benefits.  However,  it  must 
first  be  understood  that  the  Social  Security  and  Medicare  programs 
are  social  insurance  programs,  and  they  have  both  social  and  insur- 
ance goals.  As  with  other  types  of  insurance,  benefits  are  paid  upon 
the  occurrence  of  an  event  such  as  illness,  death,  disability,  or  re- 
tirement. Also,  benefits  are  provided  without  regard  to  total  premi- 
um payments  so  long  as  basic  qualifying  conditions  have  been  met 
regarding  insured  status.  As  social  insurance,  Social  Security  and 
Medicare  are  structured  to  meet  social  goals,  or,  in  other  words,  to 
provide  socially  adequate  benefits.  For  example,  Social  Security  re- 
places a  higher  proportion  of  the  previous  earnings  of  a  low-income 
worker  than  a  high-income  worker.  It  also  provides  an  array  of  de- 
pendents' benefits  at  no  cost  for  workers  with  families  beyond  that 
paid  by  workers  without  dependents. 

While  this  section  discusses  several  ways  of  comparing  benefits 
to  contributions,  it  should  be  noted  that  such  comparisons  are  not 
suitable  for  a  social  insurance  program.  The  worth  of  social  insur- 
ance programs  cannot  be  fully  assessed  on  the  basis  of  the  individ- 
ual return  on  one's  contribution  because  such  an  analysis  does  not 
adequately  reflect  the  social  benefits  of  these  programs.  Social  ben- 
efits of  the  Social  Security  and  Medicare  programs  include  giving  a 
measure  of  economic  independence  to  the  elderly  and  providing  for 
orphaned  children,  surviving  spouses,  and  those  unable  to  work 
due  to  disability.  In  addition,  younger  workers  are  in  large  part  re- 
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lieved  from  the  financial  burden  of  supporting  their  parents,  and 
the  elderly  are  afforded  an  opportunity  to  live  independently  and 
with  dignity. 

A  comparison  of  taxes  paid  to  benefits  received  involves  many 
judgments  and  caveats  and  is  subject  to  considerable  limitations. 
The  exact  relationship  of  Social  Security  and  Medicare  benefits  to 
total  taxes  and  premiums  paid  is  not  predictable  for  each  and 
every  worker.  For  example,  some  workers  may  collect  Social  Secu- 
rity and  Medicare  benefits  for  many  years  after  retirement  and  re- 
ceive benefits  which  are  many  times  the  value  of  their  taxes  and 
premiums.  Other  workers,  who  die  before  or  shortly  after  retire- 
ment and  leave  no  survivors,  may  collect  only  a  few  dollars  in  ben- 
efits or  perhaps  none  at  all. 

There  are  several  other  considerations.  First,  there  really  is  no 
"typical"  beneficiary  with  a  "typical"  work  history.  The  "average" 
benefit  for  all  workers  is  the  result  of  millions  of  different  work 
histories.  Second,  payroll  taxes  do  not  provide  retirement  benefits 
only.  They  also  provide  benefits  for  disabled  workers  and  for  de- 
pendents of  retired,  disabled,  and  deceased  workers,  as  well  as  hos- 
pital insurance  protection  to  those  over  age  65  and  the  disabled.  In 
fact,  only  about  half  of  the  payroll  tax  is  used  to  pay  cash  retire- 
ment benefits. 

The  total  amount  of  benefits  paid  also  depends  upon  each  work- 
er's individual  circumstances — whether  he  or  she  was  a  high 
earner  or  a  low  earner,  whether  he  or  she  is  married  or  has  chil- 
dren who  are  eligible  to  collect  benefits,  and  how  long  the  worker 
and  his  or  her  dependents  collect  benefits.  Because  of  the  weighted 
Social  Security  benefit  formula,  Social  Security  benefits  are  higher 
in  relation  to  earnings  and  contributions  for  a  low-wage  worker 
than  a  high-wage  worker.  Furthermore,  some  higher-income  retir- 
ees have  to  pay  Federal  income  taxes  on  up  to  one-half  of  their 
Social  Security  benefits.  Although  the  Social  Security  benefit  is 
still  paid  in  full,  many  people  regard  benefits  taxation  as  a  reduc- 
tion in  benefits. 

These  variable  factors  make  comparisons  problemmatic  and 
make  it  virtually  impossible  to  construct  an  example  for  a  typical 
and  representative  worker.  However,  comparing  examples  for  a 
range  of  retirement  situations  can  be  informative.  Although  about 
three-fourths  of  workers  begin  collecting  benefits  at  age  62  and  half 
of  beneficiaries  coming  on  the  rolls  each  year  are  dependents  of  re- 
tired, disabled  or  deceased  workers,  for  simplicity  this  analysis  uses 
the  following  assumptions  about  hypothetical  workers.  It  assumes 
that  each  such  worker  retired  at  age  65  in  January  1991  after 
having  worked  full  time  in  employment  covered  by  Social  Security 
beginning  at  age  21  (i.e.,  in  1947).  Similarly,  all  the  illustrations  re- 
flect three  lifetime  earnings  patterns — workers  who  always  earned 
either  (1)  the  Federal  minimum  wage,  (2)  the  average  wage  in  the 
economy,  or  (3)  the  maximum  wage  subject  to  Social  Security 
(OASDI)  tax.  Finally,  these  illustrations  do  not  take  into  account 
the  value  of  additional  benefits  that  may  be  payable  to  family 
.  members  either  while  the  worker  is  living  or  after  he  or  she  has 
died,  leaving  survivors.  To  offset  this,  taxes  only  include  HI  and 
the  retirement  portion  of  payroll  taxes.  Taxes  do  not  include  the 
disability  and  survivor  portions  of  the  tax. 
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The  methodology  used  compares  the  present  value  of  Social  Secu- 
rity and  Medicare  benefits  to  the  present  value  of  the  payroll  taxes 
paid  by  these  workers.  In  this  context,  the  present  value  of  taxes  is 
all  payroll  taxes  contributed  plus  the  interest  that  would  have  ac- 
cumulated by  the  time  of  retirement.  The  present  value  of  benefits 
is  equal  to  the  amount  that  would  have  to  be  invested  at  the  time 
of  retirement  to  be  sufficient  to  pay  for  the  benefits  projected  to  be 
received  over  the  person's  expected  lifetime.  Thus,  both  past  taxes 
and  future  benefits  are  discounted  by  the  actual  or  assumed  inter- 
est rate  prevailing  in  each  year.  The  present  values  for  benefits  are 
differentiated  by  sex  because  males  and  females  have  different  life 
expectancies  (males  and  females  reaching  age  65  in  1991  have  an 
average  life  expectancy  of  15.1  and  18.9  years,  respectively).  The 
calculations  do  not  reflect  any  income-tax  consequences  of  interest 
earned  (i.e.,  interest  is  assumed  to  be  tax-free).  Present  values  are 
displayed  four  ways:  in  dollars,  both  the  present  value  of  benefits 
and  taxes  and  the  difference  between  the  two  (the  net  present 
value);  in  a  ratio  of  benefits  to  taxes;  and  in  ' 'payback"  times.  The 
payback  time  is  the  amount  of  time  it  takes  for  a  retiree  to  recover 
through  benefit  payments  everything  he  or  she  paid  in  payroll 
taxes  plus  interest,  assuming  cost-of-living  increases  and  the  con- 
tinued accrual  of  interest. 

The  assumptions  used  regarding  projected  interest  rates,  cost-of- 
living  adjustments  to  benefits,  Medicare  costs,  and  life  expectancies 
are  those  contained  in  the  Alternative  II-B  projections  of  the  1990 
Report  of  the  Social  Security  Board  of  Trustees.  Past  interest  rates 
are  those  earned  by  the  Social  Security  trust  funds  in  U.S.  Govern- 
ment investments. 

Present  value  analysis  is  very  sensitive  to  interest  rates.  For  ex- 
ample, were  the  value  of  taxes  paid  invested  wisely  (or  luckily),  its 
value  may  multiply  by  many  times.  On  the  other  hand,  it  is  possi- 
ble that  the  entire  amount  could  be  virtually  wiped  out  by  poor  in- 
vestment choices  or  by  a  severe  and  untimely  downturn  in  the 
stockmarket.  A  general  principle  of  economics  is  that  the  greater 
the  degree  of  risk,  the  higher  the  interest  rate.  To  obtain  a  middle 
ground,  reflecting  reasonable  and  safe  investment  practices,  it  is 
assumed  that  Social  Security  contributions  were  always  placed  in 
U.S.  Government  obligations.  Social  Security  taxes  not  immediate- 
ly needed  to  pay  benefits  have  always  been  invested  in  U.S.  Gov- 
ernment securities,  so  to  provide  illustrations,  this  analysis  uses 
the  effective  interest  rate  earned,  or  projected  to  be  earned,  by  the 
Social  Security  trust  funds  over  the  years.  The  sensitivity  analysis 
at  the  conclusion  of  this  section  illustrates  the  sensitivity  of  these 
projections  to  changes  in  the  assumptions  used. 

In  computing  the  accumulated  value  of  Social  Security  taxes,  the 
amount  of  payroll  tax  used  is  that  portion  of  the  Old-Age  and  Sur- 
vivors Insurance  (OASI)  tax  that  may  be  judged  solely  attributable 
to  the  payment  of  retirement  benefits.  Using  the  entire  OASI  tax 
would  be  incorrect  because  it  funds  both  retirement  and  survivors 
benefits,  and  the  benefit  analysis  in  this  discussion  considers  only 
retirement  benefits.  Unlike  Disability  Insurance  (DI)  and  Hospital 
Insurance  (HI)  taxes,  however,  Old-Age  Insurance  and  Survivors 
Insurance  taxes  are  not  separately  allocated  in  the  law.  To  obtain 
the  proportion  of  the  OASI  tax  attributable  to  retirement  benefits, 
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it  is  assumed  that  if  such  tax  rates  were  specified  they  would  be  in 
the  same  proportion  to  OASI  tax  rates  as  retirement  benefits  are  to 
all  benefits  funded  by  the  OASI  trust  fund  for  each  year.  On  aver- 
age, about  75  percent  of  OASI  benefits  have  been  retirement  bene- 
fits. The  retirement  tax  rate  and  the  cumulative  amount  of  retire- 
ment taxes,  plus  interest,  for  the  three  earnings  levels  is  shown  in 
table  22. 

TABLE  22.— CUMULATIVE  RETIREMENT  PORTION  OF  SOCIAL  SECURITY  TAXES  PLUS 

INTEREST,  1947-90 


Tax  Interest                 Earnings 3  Cumulative  taxes  plus  interest 

rate        rate  J    

(per-       (per-  Minimum     Average      Maximum  Minimum  Average  Maximum 

cent)  1  cent)  2      earner       earner        earner  earner  earner  earner 


1947.. 

0.62 

1.884 

1948.. 

.63 

2.832 

1949.. 

.66 

1.299 

1950.. 

1.02 

2.018 

1951.. 

1.05 

2.888 

1952.. 

1.05 

2.240 

1953.. 

1.09 

2.310 

1954.. 

1.47 

2.296 

1955.. 

1.51 

2.198 

1956.. 

1.53 

2.401 

1957.. 

1.55 

2.492 

1958.. 

1.55 

2.516 

1959.. 

1.74 

2.578 

I960.. 

2.11 

2.598 

1961.. 

2.09 

2.755 

1962.. 

2.19 

2.825 

1963.. 

2.56 

2.923 

1964.. 

2.55 

3.084 

1965.. 

2.53 

3.184 

1966.. 

2.57 

3.483 

1967.. 

2.60 

3.753 

1968.. 

2.41 

3.950 

1969.. 

2.71 

4.437 

1970.. 

2.66 

5.074 

1971.. 

2.96 

5.286 

1972.. 

2.97 

5.406 

1973.. 

3.10 

5.754 

1974.. 

3.17 

6.218 

1975.. 

3.18 

6.593 

1976.. 

3.20 

6.731 

1977.. 

3.21 

6.958 

1978.. 

3.15 

7.199 

1979.. 

3.21 

7.524 

1980.. 

3.36 

8.568 

1981.. 

3.51 

9.947 

1982.. 

3.46 

11.178 

1983.. 

3.64 

10.768 

$832  $2,175  $3,000 

832  2,362  3,000 

832  2,483  3,000 

1,499  2,544  3,000 

1,560  2,799  3,600 

1,560  2,973  3,600 

1,560  3,139  3,600 

1,560  3,156  3,600 

1,560  3,301  4,200 

1,993  3,532  4,200 

2,080  3,642  4,200 

2,080  3,674  4,200 

2,080  3,856  4,800 

2,080  4,007  4,800 

2,184  4,087  4,800 

2,392  4,291  4,800 

2,461  4,397  4,800 

2,600  4,576  4,800 

2,600  4,659  4,800 

2,600  4,938  6,600 

2,886  5,213  6,600 

3,293  5,572  7,800 

3,328  5,894  7,800 

3,328  6,186  7,800 

3,328  6,497  7,800 

3,328  7,134  9,000 

3,328  7,580  10,800 

3,883  8,031  13,200 

4,368  8,631  14,100 

4,784  9,226  15,300 

4,784  9,779  16,500 

5,512  10,556  17,700 

6,032  11,479  22,900 

6,448  12,513  25,900 

6,968  13,773  29,700 

6,968  14,531  32,400 

6,968  15,239  35,700 


$5 

$14 

$19 

11 

29 

39 

16 

46 

59 

32 

73 

91 

50 

105 

132 

67 

139 

173 

86 

177 

217 

111 

227 

275 

137 

283 

345 

171 

344 

418 

208 

410 

495 

246 

478 

573 

289 

558 

672 

341 

658 

793 

397 

763 

916 

461 

880 

1,049 

539 

1,020 

1,204 

623 

1,170 

1,366 

709 

1,327 

1,532 

802 

1,502 

1,758 

909 

1,697 

1,999 

1,026 

1,901 

2,270 

1,163 

2,149 

2,587 

1,313 

2,427 

2,931 

1,484 

2,752 

3,323 

1,666 

3.119 

3,778 

1,868 

3,540 

4,339 

2,111 

4,023 

5,040 

2,393 

4,572 

5,836 

2,713 

5,185 

6,735 

3,060 

5,870 

7,752 

3,461 

6,638 

8,888 

3,922 

7,519 

10,318 

4,483 

8,601 

12,108 

5,186 

9,964 

14,408 

6,020 

11,608 

17,201 

6,936 

13,443 

20,424 
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TABLE  22.— CUMULATIVE  RETIREMENT  PORTION  OF  SOCIAL  SECURITY  TAXES  PLUS 
INTEREST,  1947-90— Continued 


Year 

Tax 
rate 
(per- 
cent) 1 

Interest 
rate 
(per- 
cent) ^ 

Earnings 3 

Cumulative  taxes  plus  interest 

• 

Minimum 

parnpr 

Cul  IICI 

Average 

parnpr 

Maximum 

parnpr 
cot  i  ici 

Minimum 
IVIIMIlllUIII 

earner 

HVcidgc 

earner 

Movimi  im 

ividxiuiuin 
earner 

1984.. 

3.78 

11.601 

6,968 

16,135 

37,800 

8,019 

15,647 

24,302 

1985.. 

3.99 

11.213 

6,968 

16,823 

39,600 

9,211 

18,110 

28,696 

1986.. 

4.00 

11.091 

6,968 

17,322 

42,000 

10,527 

20,849 

33,649 

1987.. 

4.00 

10.063 

6,968 

18,427 

43,800 

11,879 

23,721 

38,875 

1988.. 

4.26 

9.773 

6,968 

19,334 

45,000 

13,351 

26,902 

44,682 

1989.. 

4.26 

9.555 

6,968 

20,100 

48,000 

14,937 

30,370 

51,095 

1990.. 

4.35 

9.248 

7,670 

21,179 

51,300 

16,668 

34,142 

58,154 

1  Old-age  taxes  were  derived  by  applying  the  ratio  of  Old-Age  benefits/total  OASI  benefits  to  the  OASI  tax 
rates. 

2  Interest  rates  for  1947-90  are  from  data  developed  by  the  Office  of  the  Actuary  of  SSA. 
:?  This  table  uses  the  average  wage  series  for  indexing  earnings,  for  the  period  1951  through  1989, 

developed  by  SSA  in  computing  benefit  amounts.  The  average  wage  for  1990  is  based  on  updated  II — B 
Intermediate  assumptions  in  the  Report  of  the  Social  Security  Board  of  Trustees.  For  the  period  1947  through 
1950,  the  average  wage  figures  were  extrapolated  by  the  Office  of  the  Actuary  from  the  Social  Security  wage 
series  using  Social  Security  taxable  wage  data. 

Source:  Congressional  Research  Service. 

Workers  retiring  in  1991  at  age  65  who  always  earned  either  the 
minimum,  average,  or  maximum  wage  creditable  under  Social  Se- 
curity receive  a  monthly  benefit  of  $491,  $751  and  $1,022,  respec- 
tively. As  table  26  shows,  the  present  value  of  benefits  substantial- 
ly exceeds  the  present  value  of  taxes  paid.  The  net  present  value 
shows  the  difference  between  benefits  and  taxes. 

Many  would  say  that  the  employer's  share  of  the  payroll  tax 
should  be  included,  because  it  also  goes  to  fund  these  programs. 
However,  there  is  not  complete  consensus  concerning  who  really 
bears  the  burden  of  the  payroll  tax  paid  by  employers.  Some  say 
that  employees  pay  for  it  in  the  form  of  foregone  wages.  Others 
maintain  that  employers  absorb  part  of  it  and  pass  the  rest  along 
to  the  general  public  in  the  form  of  higher  prices.  The  resolution  of 
this  debate  is  beyond  the  scope  of  this  discussion.  However,  includ- 
ing the  employer  share  approximately  doubles  the  present  value  of 
social  security  taxes  and,  therefore,  approximately  halves  the  ratio 
of  the  present  value  of  benefits  to  taxes. 

It  is  also  possible  to  evaluate  the  relationship  of  taxes  to  benefits 
for  HI — or  part  A  of  Medicare.  HI  is  provided  by  a  separately  allo- 
cated share  of  the  payroll  tax,  so  the  accumulated  value  of  its  taxes 
plus  interest  can  be  computed  as  shown  in  table  23.  The  annual 
value  of  its  benefits  for  aged  enrollees  has  been  projected  by  the 
Congressional  Budget  Office,  as  shown  in  table  24. 
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TABLE  23.— CUMULATIVE  HI  TAXES  PLUS  INTEREST,  1966-90 


Tax       Interest  Earnings  Cumulative  taxes  +  interest 


Year 

raie 
(per- 

raie 
(per- 

Minimum 

Average 

Maximum 

Minimum 

Average 

Maximum 

cent) 

cent) 

earner 

earner 

earner 

earner 

earner 

earner 

1  Qfifi 

U.oD 

0.4oO 

<U9  fiflfl 
v>Z,DUU 

<t/l  QQQ 
lf>4,yoo 

f  fi  fififi 

«py 

<t1  Q 
4>lo 

xj>Z4 

1  QC7 

iyb/ .. 

.DU 

Q  7^Q 
O./Do 

£,oob 

^  91  Q 

fi  cnn 

D,DUU 

OA 
Z4 

A  fi 
40 

Do 

1  QGQ 

iyoo .. 

.DU 

Q  Q^fl 

j. you 

Q  9Q3 

o,zyo 

^79 

7  Qflfl 
/,oUU 

40 

Q1 
ol 

lUo 

1  QCQ 

iyoy .. 

£fi 

.DU 

A  yl  Q7 
4,40/ 

O.  Q9Q 
0,O£O 

Ci  QQA 

o,oy4 

7  Qfin 
/,oUU 

fiQ 
Do 

1  on 

1  C1 

ibi 

i  Q7n 

£fl 
.DU 

c;  01 A 
D.U/4 

Q  Q9Q 
0,0£O 

fi  1  Qfi 
D,loD 

7  Qflfl 

/,oUU 

Q9 

yz 

i  fifi 
1D0 

917 
ill 

1 Q71 

iy/ 1 .. 

fifl 
.DU 

Ci  9Q£ 
D./.OD 

0,0£O 

fi  /1Q7 
D,4y/ 

7  Qflfl 
/  ,oUU 

1 1 7 
11/ 

91  Q 
Z10 

97K 

1 Q79 

Kf) 
.DU 

^  AO£ 
0.4UD 

3  39R 

0,0/10 

7  1  Q/l 
/  ,104 

y,uuu 

144 

9fi0 

04/ 

1 Q73 

iy/ j .. 

i  on 

i.UU 

c;  7^ 

0./ 04 

3  Q9Q 

O,0£O 

7  Rflfl 
/,0oU 

1  n  Qfin 

1U,0UU 

1  Qfi 
loD 

Qfi9 

JVC. 

A1Q. 
4/0 

iy  in .. 

Qfl 

.yu 

C  01  Q 

0,000 

a  fiQi 

o,U01 

1  Q  9flfl 
10,£UU 

/.04 

4oy 

con 
DOU 

1 Q7^ 
iy/  o .. 

Qfl 

.yu 

D.oyj 

4,000 

fl  fiQI 
0,001 

i  /i  i  fin 

14,1UU 

9Qfl 

O/U 

Qfl9 
oUZ 

1  Q7G 

Qfl 

.yu 

O./Ol 

/l  78/1 
4,/04 

Q  99fi 

1  c;  Qfifl 
10,0UU 

004 

Dy4 

QQQ 

yyy 

1  Q77 

iy/  / .. 

Qfl 

.yu 

D.yoo 

A  7Q/1 
4,/o4 

Q  77Q 

y,/  /y 

1  fi  c:nn 
1D,0UU 

AD7 
4/.0 

oOO 

1  999 

L,LLL 

1 Q7Q 

iy/o .. 

1  fin 

i.UU 

7  1  QQ 

/.iyy 

c  CIO 
0,01*1 

1  fl  fic;fi 
1U,00D 

1  7  7flfl 

1  /  ,/uu 

C 1  i 

Oil 

1  flfl9 
1,UUZ 

1  /l  00 

i,4yo 

1 Q7Q 

ly/y .. 

l.UD 

/.0^4 

fi  HQ 9 
D,Uo£ 

1 1  d7Q 

n,4/y 

99  Qflfl 

fi1 
D10 

1  OHQ 
l,/.UO 

1  Qc;c; 
l,o00 

1  QQfl 

iyou .. 

l.UD 

o.ODo 

fi  AA*k 
0,44o 

1  9  c;T5 
IZ.,010 

9fi  Qfifi 

zo,yuu 

7QQ 
/Oo 

1  AA1 
1,440 

9  9Q7 

1981 

1  30 

9  947 

6  968 

13  773 

29  700 

907 

1  774 

2  931 

1982.. 

1.30 

11.178 

6,968 

14,531 

32,400 

1,104 

£m 

3,703 

1983.. 

1.30 

10.768 

6,968 

15,239 

35,700 

1,318 

2,614 

4,590 

1984.. 

1.30 

11.601 

6,968 

16,135 

37,800 

1,567 

3,140 

5,642 

1985.. 

1.35 

11.213 

6,968 

16,823 

39,600 

1,841 

3,731 

6,839 

1986.. 

1.45 

11.091 

6,968 

17,322 

42,000 

2,152 

4,410 

8,240 

1987.. 

1.45 

10.063 

6,968 

18,427 

43,800 

2,475 

5,134 

9,736 

1988.. 

1.45 

9.777 

6,968 

19,334 

45,000 

2,823 

5,930 

11,372 

1989.. 

1.45 

9.559 

6,968 

20,100 

48,000 

3,198 

6,802 

13,187 

1990.. 

1.45 

9.248 

7,670 

21,179 

51,300 

3,610 

7,752 

15,184 

Source:  Congressional  Research  Service. 
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TABLE  24.— PROJECTED  ANNUAL  HI  BENEFITS  PER  AGED  ENROLLEE,1  BY  AGE  AND  SEX 


[Current  dollars] 


Year 

Age 

Benefit 

Male 

Female 

1991 

  65 

$1,746 

$1,550 

1992 

66 

1,911 

1,709 

1993 

67 

2,088 

1,882 

1994 

  68 

2,313 

2,099 

1995 

69 

2,553 

2,335 

1996 

70 

2,819 

2,597 

1997 

71 

3,112 

2,888 

1998 

72 

3,435 

3,212 

1999 

73 

3,793 

3,573 

2000 

74 

4,187 

3,974 

2001 

75 

4,623 

4,420 

2002 

76 

5,104 

4,916 

2003 

77 

5,635 

5,468 

2004 

78 

6,221 

6,082 

2005 

79 

6,868 

6,764 

2006 

80 

758 

7,524 

2007 

  81  .... 

8,369 

2008 

  82  .... 

9,309 

2009 

  83  .... 

9,319 
40,852 

Present  value-of  HI  benefits  

31,448 

1  These  are  for  workers  only  (i.e.,  does  not  include  those  entitled  as  dependents  or  survivors)  and  reflect  the 
different  life  expectancies  of  males  and  females. 


Source:  Congressional  Budget  Office  projections  (January  1991). 

The  present  value  of  Medicare  part  A  benefits  is  $31,448  for  a 
man  and  $40,852  for  a  woman.  Unlike  Social  Security  benefits,  the 
amount  of  HI  benefits  for  which  one  is  eligible  is  not  related  to  the 
level  of  one's  earnings.  The  value  of  the  HI  benefits  is  constant 
across  earnings  levels  (in  reality,  however,  there  may  be  differences 
in  medicare  utilization  among  the  three  groups).  The  HI  projec- 
tions shown  in  table  26  are  based  on  this  assumption.  Including  the 
value  of  the  employer  share  of  the  taxes  cuts  these  ratios  in  half. 

Combining  the  Social  Security  and  HI  benefits  and  taxes  pre- 
sents a  more  complete  picture  of  the  relationship  of  payroll  taxes 
and  benefits  for  retirees.  This  is  also  shown  in  table  26. 

The  present  value  of  the  other  part  of  Medicare — Supplementary 
Medical  Insurance  (SMI)  or  part  B — also  has  been  projected  by  the 
Congressional  Budget  Office  and  is  shown  in  table  25.  Including  it 
in  an  analysis  of  the  relationship  of  payroll  taxes  and  benefits  is 
problematic,  however,  because  SMI  is  not  financed  by  the  payroll 
tax.  Rather,  three-quarters  of  its  cost  is  borne  by  general  revenues, 
with  the  remainder  financed  by  premiums  paid  by  the  benefici- 
aries. It  is  valid,  however,  to  include  SMI  as  a  measure  of  the  value 
to  the  elderly  of  the  total  Social  Security  and  Medicare  benefit 
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package.  As  displayed  in  tables  25  and  26,  the  present  value  of  SMI 
benefits  was  determined  after  subtracting  the  cost  of  the  monthly 
premium. 

TABLE  25— PROJECTED  SMI  BENEFITS  AND  PREMIUMS  PER  AGED  ENROLLEE,  BY  AGE  AND 

SEX 

[Current  dollars] 


Benefit 

Year  Age 

Male  Female  Premium 


1  qq  I 

65 

U  J 

$1  ?13 

4>  1  ,  L  1  J 

$1,077 

$359 

1992  

66 

1,367 

1,222 

382 

1993  

67 

1,562 

1,407 

439 

1994  ;  

68 

1,777 

1,613 

493 

1995  

69 

2,025 

1,852 

553 

1996  

70 

2,307 

2,126 

578 

1997  ;  

71 

2,629 

2,440 

603 

1998  .  

72 

2,997 

2,802 

629 

1999  

73 

3,416 

3,218 

657 

2000  

74 

3,894 

3,696 

686 

2001   

75 

4,440 

4,245 

716 

2002  

76 

5,063 

4,876 

748 

2003  

77 

5,774 

5,602 

781 

2004  

78 

6,585 

6,437 

815 

2005  

79 

7,510 

7,396 

851 

2006  

80 

857 

8,499 

888 

2007  

81  .. 

9,767 

927 

2008....  

82  .. 

11,225 
11,611 

33,575 

968 
991 

2009  

83  .. 

Present  value  of  SMI  benefits 1  

22,943 

1  Net  of  SMI  premium. 

Source:  Congressional  Budget  Office  Projections  (February  1990). 
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TABLE  26.— PRESENT  VALUES  OF  SOCIAL  SECURITY  AND  HI  TAXES  AND  SOCIAL  SECURITY 
RETIREMENT  BENEFITS,  HOSPITAL  INSURANCE  AND  SUPPLEMENTARY  MEDICAL  INSUR- 
ANCE (PARTS  A  AND  B  OF  MEDICARE),  1991 


Earnings 

Minimum 

Average 

Maximum 

earner 

earner 

earner 

PRESENT  VALUE  OF  BENEFITS 

Male: 

Social  Security  1  

$70,938 

$108,558 

$147,862 

HI  

0  1    A  A  0 

31,448 

1 1    A  A  (1 

31,448 

11  a  a  n 

31,448 

SMI 2  

22,943 

22,943 

22,943 

Total.  

125,329 

162,949 

202,253 

Female: 

Social  Security 1  

85,468 

130,787 

178,148 

Ml 

AD  AS? 

tU,0  JL 

4-0,0  JL 

AO  qc;9 

HU,0  JL 

SMI 2 

33,575 

33,575 

33,575 

Total 

159  895 

205,214 

252,575 

PRESENT  VALUE  OF  TAXES 

Male  and  female-employee  share: 
Social  Security  3 

16  668 

34,142 

58,154 

HI 

3,610 

7J52 

15^184 

Total  employee  

20,278 

41,894 

73,338 

Total  employee  and  employer  

40,583 

83,852 

146,826 

RATIO  OF  RFNFFITC  TO  POMRINFn  FMPIOYFF 

IXnllvJ  Ur   DLINLrilO  IU  OUIVIDIIlLu  LlVlrLUILL 

AND  EMPLOYER  TAXES 

Male: 

Social  Security  

2.13 

1.59 

1.27 

Social  Security  and  HI  

2.52 

1.67 

1.22 

Social  Security,  HI  and  SMI  

3.09 

1.94 

1.38 

Female: 

Social  Security  

2.56 

1.91 

1.53 

Social  Security  and  HI  

3.11 

2.05 

1.49 

Social  Security,  HI  and  SMI  

3.94 

2.45 

1.72 

NET  PRESENT  VALUES— USING  COMBINED 

EMPLOYEE  AND  EMPLOYER  TAXES  4 

Male: 

Social  Security  

$37,575 

$40,211 

$31,404 

Social  Security  and  HI  

61,803 

56,154 

32,484 

Social  Security,  HI  and  SMI  

84,746 

79,097 

55,427 

Female: 

Social  Security  

52,105 

62,439 

61,690 

Social  Security  and  HI  

85,737 

87,787 

72,174 

Social  Security,  HI  and  SMI  

119,312 

121,362 

105,749 
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TABLE  26— PRESENT  VALUES  OF  SOCIAL  SECURITY  AND  HI  TAXES  AND  SOCIAL  SECURITY 
RETIREMENT  BENEFITS,  HOSPITAL  INSURANCE  AND  SUPPLEMENTARY  MEDICAL  INSUR- 
ANCE (PARTS  A  AND  B  OF  MEDICARE),  1991— Continued 


Earnings 

Minimum  Average  Maximum 
earner  earner  earner 


PAYBACK  TIMES-EMPLOYEE  TAXES  ONLY 
(YEARS)  5 

Male: 

Social  Security  

Social  Security  and  HI  

Social  Security,  HI  and  SMI  

Female: 

Social  Security  

Social  Security  and  HI  

Social  Security,  HI  and  SMI  

PAYBACK  TIMES— COMBINED  EMPLOYEE  AND 
EMPLOYER  TAXES  (YEARS) 

Male: 

Social  Security  

Social  Security  and  HI  

Soda'  Security,  HI  and  SMI  

Female: 

Social  Security  ..... 

Social  Security  and  HI  

Social  Security,  HI  and  SMI  


3.0 

4.2 

5.3 

2.8 

4.2 

5.8 

2.5 

3.8 

5.4 

3.0 

4.2 

5.3 

2.9 

4.3 

5.9 

2.6 

4.0 

5.5 

6.4 

8.9 

11.4 

5.8 

8.8 

12.2 

5.1 

7.9 

11.0 

6.4 

8.9 

11.4 

5.9 

8.9 

12.3 

5.3 

8.1 

11.2 

1  Retirement  benefits  at  age  65  or  full  career  worker  retiring  January,  1991. 

2  Net  of  projected  SMI  premiums. 

3  The  portion  of  the  social  security  tax  attributable  to  payment  of  retirement  benefits. 

4  The  present  value  of  benefits  minus  the  present  value  of  employee-employer  taxes. 

5  The  number  of  years  it  takes  to  recover  the  present  value  of  taxes  paid. 

Source:  Congressional  Research  Service. 
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Sensitivity  analysis 

Table  27  shows  the  sensitivity  of  the  foregoing  analysis  to  certain 
assumptions.  As  mentioned  earlier,  the  rate  of  interest  is  crucial  in 
determining  present  values.  The  table  shows  the  effect  on  the 
value  of  future  Social  Security,  HI,  and  SMI  benefits  of  a  real  rate 
of  interest  one  percentage  point  higher  or  lower  than  that  used  in 
the  II-B  assumptions  of  the  1990  Report  of  the  Social  Security 
Board  of  Trustees. 

Benefits  and  taxes  also  vary  for  those  with  less  than  full  work 
careers.  For  illustrative  purposes,  the  work  history  in  table  27  was 
varied  by  assuming  that  there  were  5  years  with  no  earnings.  As 
can  be  seen,  there  is  little  or  no  difference  in  taxes  or  benefits  for 
workers  who  began  their  career  at  age  26.  However,  a  different  pic- 
ture emerges  for  those  who  have  gaps  late  in  their  careers.  Their 
taxes  are  significantly  lower,  and  their  benefits  are  somewhat 
lower,  than  workers  who  work  until  age  65.  This  difference  is  due 
in  part  to  the  real  increase  in  recent  years  in  the  maximum  tax- 
able wage  base  and  in  part  to  the  higher  value  of  wages  earned 
after  age  60,  when  they  are  no  longer  indexed.  The  effect  on  the 
present  value  of  taxes  and  benefits  is  also  shown  for  a  worker  who 
takes  early  retirement  at  age  62. 

The  table  also  shows  the  effect  on  taxes  and  benefits  of  early  re- 
tirement at  age  62,  and  of  ' 'dropout  years,"  in  which  the  worker 
leaves  the  workforce  to  care  for  children  or  other  dependent  family 
members.  In  this  illustration,  the  worker  is  assumed  to  been  out  of 
the  workforce  for  10  years,  from  ages  26-35. 

Because  the  projected  amount  of  future  benefits  depends  directly 
on  how  long  they  are  received,  table  27  also  illustrates  the  effect  of 
different  life  expectancies  on  the  present  value  of  benefits. 
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TABLE  27— SENSITIVITY  ANALYSIS  FOR  MALE  WORKER  1 


Earnings 

Minimum        Average  Maximum 


Discount  rate  (real): 
Present  value  of  benefits: 
3  percent   $117,261    $152,668  $184,658 

2  percent   125,329     162,949  202,253 

1  percent   136,410     177,077  219,564 

Work  history: 2 
Full  career: 

Present  value  of  benefits   125,329     162,949  202,253 

Present  value  of  taxes   40,583      83,852  146,826 

Net  present  value   84,746      79,097  55,427 

Begin  at  age  26: 

Present  value  of  benefits   125,049     162,949  202,100 

Present  value  of  taxes   39,692      81,966  144,457 

Net  present  value   85,357      80,983  57,643 

Dropout  (no  earnings)  age  26-35: 

Present  value  of  benefits   120,649     158,199  198,872 

Present  value  of  taxes   35,864      74,951  136,248 

Net  present  value   84,785      83,248  62,624 

End  at  age  60: 

Present  value  of  benefits   125,329     161,640  193,751 

Present  value  of  taxes   35,538      70,237  114,319 

Net  present  value   89,791      91,403  79,432 

Early  retirement: 3 
Retire  at  age  62: 

Present  value  of  benefits   122,401     155,857  189,583 

Present  value  of  taxes   40,276      82,986  145,717 

Net  present  value   82,125      72,871  43,866 

Life  expectancy: 
Present  value  of  benefits: 
Standard  assumption   125,329     162,949  202,253 

3  years  less   98,139     129,257  161,768 

3  years  more   141,224     184,965  230,671 


1  Benefits  in  these  examples  are  social  security,  HI,  and  SMI  combined,  and  taxes  include  the  employer  share 
of  social  security  and  HI  taxes. 

2  Examples  assume  male  worker  retires  at  age  65  (including  worker  who  ceases  to  work  at  age  60)  and 
begins  work  at  age  21  (except  for  the  worker  specified  as  beginning  work  at  age  26). 

s  The  life  expectancy  of  males  retiring  at  age  62  in  1991  is  17.2  years. 

Source:  Congressional  Research  Service. 


APPENDIX  J.  POVERTY,  INCOME  DISTRIBUTION  AND 
ANTIPOVERTY  EFFECTIVENESS  1 

This  appendix  presents  statistics  which  describe  the  poverty, 
income  and  wealth  status  of  individuals  and/or  families.  It  covers 
the  following  topics: 

— measuring  poverty,  trends  in  the  overall  poverty  rate,  poverty 
rates  for  individuals  in  selected  subgroups,  geographic  differ- 
ences in  poverty,  the  working  poor,  poverty  rates  by  family 
type,  international  poverty  comparisons  for  families; 

— antipoverty  effectiveness  of  various  cash,  near-cash,  and  non- 
cash income  sources  for  all  individuals  in:  families  or  living 
alone,  families  with  children,  female-headed  families  with  chil- 
dren, married-couple  families  with  children,  and  families  with 
all  members  age  65  and  over; 

— explanations  for  increases  in  poverty  between  1979  and  recent 
years; 

— trends  in  family  income  and  income  inequality. 

Poverty  Statistics 

measuring  poverty 

When  the  Federal  Government  began  measuring  poverty  in  the 
early  1960's,  the  continued  existence  of  poor  people  in  a  time  of  the 
"Affluent  Society"  seemed  anomalous.  Official  concern  soon  trans- 
lated into  efforts  to  measure  the  size  of  the  poverty  population,  and 
the  search  began  for  programmatic  ways  to  alleviate  poverty.  The 
first  rough  estimates  of  the  incidence  of  poverty  were  based  on 
survey  data  indicating  that  families  generally  spent  about  one- 
third  of  their  income  on  food.  A  poverty  level  income  was  then  cal- 
culated by  using  as  a  yardstick  the  amount  of  money  necessary  to 
purchase  the  lowest  cost  "nutritionally  adequate"  diet  calculated 
by  the  Department  of  Agriculture  (roughly  equivalent  to  the  cur- 
rent Thrifty  Food  Plan).  This  price  tag  was  multiplied  by  3  to 
produce  a  poverty  threshold.  This  procedure  assumed,  then,  that  if 
a  family  did  not  have  enough  income  to  buy  the  lowest  cost  nutri- 
tionally adequate  diet,  and  twice  that  amount  to  buy  other  goods 
and  services,  it  was  "poor."  Adjustments  were  made  for  the  size  of 
the  family,  the  sex  of  the  family  head,  and  for  whether  or  not  the 
family  lived  on  a  farm.  Farm  families  were  assumed  to  need  less 
cash  income  because  their  needs  could  be  met  partially  by  farm 
products,  particularly  food.  The  adjustments  for  sex  of  the  family 
head  and  for  farm-nonfarm  residence  were  abolished  in  1981. 
Policy  officials  made  one  change  to  the  basic  approach  for  calculat- 


1  See  Appendix  G  and  Appendix  H  for  additional  poverty  and  income  data  related  to  individ- 
uals in  families  with  children  and  the  elderly. 
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MEDICAID  15 

Medicaid,  authorized  under  title  XIX  of  the  Social  Security  Act, 
is  a  Federal-State  matching  entitlement  program  providing  medical 
assistance  for  low-income  persons  who  are  aged,  blind,  disabled, 
members  of  families  with  dependent  children  and  certain  other 
pregnant  women  and  children.  Within  Federal  guidelines,  each 
State  designs  and  administers  its  own  program.  Thus  there  is  sub- 
stantial variation  among  the  States  in  terms  of  persons  covered, 
types  and  scope  of  benefits  offered,  and  amounts  of  payments  for 
services. 

Medicaid  eligibility  is  generally  linked  to  eligibility  under  pro- 
grams within  the  jurisdiction  of  the  Committee  on  Ways  and 
Means,  namely  AFDC  and  SSI.  Further,  some  poor  aged  persons 
are  covered  under  both  the  Medicare  and  Medicaid  programs. 

Eligibility 

Eligibility  for  Medicaid  has  traditionally  been  linked  to  actual  or 
potential  receipt  of  cash  assistance  under  the  Aid  to  Families  with 
Dependent  Children  (AFDC)  or  Supplemental  Security  Income  (SSI) 
programs.  Legislation  in  the  last  decade  has  gradually  extended 
coverage  to  low-income  pregnant  women  and  children  who  have  no 
ties  to  the  welfare  system,  and  has  provided  partial  coverage  for 
new  groups  of  low-income  Medicare  beneficiaries. 

Medicaid  is  available  to  two  broad  classes  of  eligible  persons:  the 
'  'categorically  needy"  and  the  *  'medically  needy."  The  two  terms 
once  distinguished  between  welfare-related  beneficiaries  and  those 
qualifying  only  under  special  Medicaid  rules.  However,  nonwelfare 
groups  have  been  added  to  the  "categorically  needy"  list  over  the 
years.  As  a  result,  the  terms  are  no  longer  especially  helpful  in 
sorting  out  the  various  populations  for  whom  mandatory  or  option- 
al Medicaid  coverage  has  been  made  available,  and  some  analysts 
believe  they  should  be  abandoned.  However,  the  distinction  be- 
tween the  categorically  and  medically  needy  is  still  an  important 
one,  because  the  scope  of  covered  services  that  States  must  provide 
to  the  categorically  needy  is  much  broader  than  the  minimum 
scope  of  services  for  the  medically  needy. 

All  States  must  cover  certain  mandatory  groups  of  categorically 
needy  individuals.16  Coverage  of  additional  categorically  needy 
groups  is  optional,  as  is  coverage  of  the  medically  needy.  The  fol- 
lowing discussion  describes  the  mandatory  and  optional  categorical- 
ly eligible  groups  within  each  of  the  two  basic  populations  served 
by  Medicaid:  families  with  children  and  the  aged,  blind,  and  dis- 
abled. The  medically  needy  are  discussed  separately  at  the  end  of 
this  section. 


15  For  further  information  on  the  Medicaid  program  see:  U.S.  Congress,  House  Committee  on 
Energy  and  Commerce,  Medicaid  Source  Book:  Background  Data  and  Analysis,  Energy  and 
Commerce  Committee  Print  100-AA.  U.S.  Govt.  Print.  Off.  November  1988. 

16  Arizona  does  not  operate  a  traditional  Medicaid  program.  Since  1982  it  has  operated  a  fed- 
erally assisted  medical  assistance  program  for  low-income  persons  under  a  demonstration 
waiver. 
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FAMILIES  AND  CHILDREN 

AFDC-related  groups 

Mandatory. — States  must  provide  Medicaid  to  all  persons  receiv- 
ing cash  assistance  under  AFDC,  as  well  as  to  additional  AFDC-re- 
lated groups  who  are  not  actually  receiving  cash  payments.  These 
groups  include:  persons  who  do  not  receive  a  payment  because  the 
amount  would  be  less  than  $10;  persons  whose  payments  are  re- 
duced to  zero  because  of  recovery  of  previous  overpayments;  certain 
work  supplementation  participants;  certain  children  for  whom 
adoption  assistance  agreements  are  in  effect  or  for  whom  foster 
care  payments  are  being  made  under  title  IV-E  of  the  Social  Secu- 
rity Act;  and  persons  ineligible  for  AFDC  because  of  a  requirement 
that  may  not  be  imposed  under  Medicaid. 

States  are  required  to  continue  Medicaid  for  specified  periods  for 
certain  families  losing  AFDC  benefits  after  receiving  them  in  at 
least  3  of  the  preceding  6  months.  If  the  family  loses  AFDC  benefits 
because  of  increased  income  from  earnings  or  hours  of  employ- 
ment, Medicaid  coverage  must  be  extended  for  12  months.  (During 
the  second  6  months  a  premium  may  be  imposed,  the  scope  of  bene- 
fits may  be  limited,  or  alternate  delivery  systems  may  be  used.)  If 
the  family  loses  AFDC  because  of  increased  child  or  spousal  sup- 
port, coverage  must  be  extended  for  4  months.  States  are  also  re- 
quired to  furnish  Medicaid  to  certain  two-parent  families  whose 
principal  earner  is  unemployed  and  who  are  not  receiving  cash  as- 
sistance because  the  State  is  one  of  those  permitted  (under  the 
Family  Support  Act  of  1988)  to  set  a  time  limit  on  AFDC  coverage 
for  such  families. 

Optional. — States  are  permitted,  but  not  required,  to  provide  cov- 
erage to  additional  AFDC-related  groups.  The  most  important  of 
these  are  the  "Ribicoff  children,"  whose  income  and  resources  are 
within  AFDC  standards  but  who  do  not  meet  the  definition  of  "de- 
pendent child."  States  may  cover  these  children  up  to  a  maximum 
age  of  18,  19,  20,  or  21,  at  the  State's  option,  and  may  limit  cover- 
age to  reasonable  subgroups,  such  as  children  in  privately  subsi- 
dized foster  care,  or  those  who  live  in  certain  institutional  settings. 
States  may  also  furnish  Medicaid  to  persons  who  would  receive 
AFDC  if  the  State's  AFDC  program  were  as  broad  as  permitted 
under  Federal  law. 

Non-AFDC  pregnant  women  and  children 

Beginning  in  1986,  Congress  has  extended  Medicaid  to  groups  of 
pregnant  women  and  children  who  are  defined  in  terms  of  family 
income  and  resources,  rather  than  in  terms  of  their  ties  to  the 
AFDC  program. 

Mandatory. — States  are  required  to  cover  pregnant  women  and 
children  under  age  6  with  family  incomes  below  133  percent  of  the 
Federal  poverty  income  guidelines.  (The  State  may  impose  a  re- 
source standard  that  is  no  more  restrictive  than  that  for  SSI,  in  the 
case  of  pregnant  women,  or  AFDC,  in  the  case  of  children.)  Cover- 
age for  pregnant  women  is  limited  to  services  related  to  the  preg- 
nancy or  complications  of  the  pregnancy;  children  receive  full  Med- 
icaid coverage. 
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Since  July  1,  1991,  States  have  been  required  to  cover  all  chil- 
dren who  are  under  age  19,  who  were  born  after  September  30, 
1983,  and  whose  family  income  is  below  100  percent  of  the  Federal 
poverty  level.  (Coverage  of  such  children  through  age  7  has  been 
optional  since  OBRA  1987.)  The  1983  start  date  means  that  cover- 
age of  18-year-olds  will  take  effect  during  fiscal  year  2002. 

Optional. — States  are  permitted,  but  not  required,  to  cover  preg- 
nant women  and  infants  under  one  year  old  with  incomes  below  a 
State-established  maximum  that  is  above  133  percent  of  the  pover- 
ty level  but  no  more  than  185  percent.  As  of  July  1991,  29  States 
had  made  use  of  this  option;  23  had  set  their  income  limits  at  the 
maximum  of  185  percent. 

AGED  AND  DISABLED  PERSONS 

SSI-related  groups 

Mandatory  — States  are  generally  required  to  cover  recipients  of 
SSI.  However,  States  may  use  more  restrictive  eligibility  standards 
for  Medicaid  than  those  for  SSI  if  they  were  using  those  standards 
on  January  1,  1972  (before  the  implementation  of  SSI).  States  that 
have  chosen  to  apply  at  least  one  more  restrictive  standard  are 
known  as  ' 'section  209(b)"  States,  after  the  section  of  the  Social  Se- 
curity Amendments  of  1972  (Public  Law  92-603)  that  established 
the  option.  These  States  may  vary  in  their  definition  of  disability, 
or  in  their  standards  related  to  income  or  resources.  There  are  12 
section  209(b)  States: 

Connecticut  Minnesota  North  Dakota 

Hawaii  Missouri  Ohio 

Illinois  New  Hampshire  Oklahoma 

Indiana  North  Carolina  Virginia 

States  using  more  restrictive  income  standards  must  allow  appli- 
cants to  deduct  medical  expenses  frcm  income  (not  including  SSI  or 
State  supplemental  payments,  SSP)  in  determining  eligibility.  This 
process  is  known  as  "spenddown."  For  example,  if  an  applicant  has 
a  monthly  income  of  $400  (not  including  any  SSI  or  SSP)  and  the 
State's  maximum  allowable  income  is  $350,  the  applicant  would  be 
required  to  incur  $50  in  medical  expenses  before  qualifying  for 
Medicaid.  As  will  be  discussed  below,  the  spenddown  process  is  also 
used  in  establishing  medically  needy  eligibility. 

States  must  continue  Medicaid  coverage  for  several  defined 
groups  of  individuals  who  have  lost  SSI  or  SSP  eligibility.  The 
' 'qualified  severely  impaired"  are  disabled  persons  who  have  re- 
turned to  work  and  have  lost  eligibility  as  a  result  of  employment 
earnings,  but  still  have  the  condition  that  originally  rendered  them 
disabled  and  meet  all  non-disability  criteria  for  SSI  except  income. 
Medicaid  must  be  continued  if  such  an  individual  needs  continued 
medical  assistance  to  continue  employment  and  the  individual's 
earnings  are  insufficient  to  provide  the  equivalent  of  SSI,  Medicaid, 
and  attendant  care  benefits  the  individual  would  qualify  for  in  the 
absence  of  earnings.  States  must  also  continue  Medicaid  coverage 
for  persons  who  were  once  eligible  for  both  SSI  and  Social  Security 
payments  and  who  lose  SSI  because  of  a  cost  of  living  adjustment 
(COLA)  in  their  Social  Security  benefits.  Similar  Medicaid  continu- 
ations have  been  provided  for  certain  other  persons  who  lose  SSI  as 
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a  result  of  eligibility  for  or  increases  in  Social  Security  or  veterans' 
benefits.  Finally,  States  must  continue  Medicaid  for  certain  SSI-re- 
lated groups  who  received  benefits  in  1973,  including  "essential 
persons"  (persons  who  care  for  a  disabled  individual). 

Optional. — States  are  permitted  to  provide  Medicaid  to  individ- 
uals who  are  not  receiving  SSI  but  are  receiving  State-only  supple- 
mentary cash  payments. 

Qualified  Medicare  beneficiaries  and  related  groups 

Mandatory. — Effective  January  1,  1991,  States  must  provide  lim- 
ited Medicaid  coverage  for  "qualified  Medicare  beneficiaries" 
(QMBs).  These  are  aged  and  disabled  persons  who  are  receiving 
Medicare,  whose  income  is  below  100  percent  of  the  Federal  pover- 
ty level,  and  whose  resources  do  not  exceed  twice  the  allowable 
amount  under  SSI.  States  must  pay  Medicare  part  B  premiums 
(and,  if  applicable,  part  A  premiums)  for  QMBs,  along  with  re- 
quired Medicare  coinsurance  and  deductible  amounts. 

Effective  January  1,  1993,  all  States  must  pay  part  B  premiums 
(but  not  part  A  premiums  or  part  A  or  B  coinsurance  and  deducti- 
bles) for  beneficiaries  who  would  be  QMBs  except  that  their  in- 
comes are  between  100  percent  and  110  percent  of  the  poverty 
level;  the  upper  limit  rises  to  120  percent  on  January  1,  1995. 

States  are  also  required  to  pay  part  A  premiums,  but  no  other 
expenses,  for  "qualified  disabled  and  working  individuals."  These 
are  persons  who  formerly  received  Social  Security  disability  bene- 
fits and  hence  Medicare,  have  lost  eligibility  for  both  programs,  but 
are  permitted  under  Medicare  law  to  continue  to  receive  Medicare 
in  return  for  payment  of  the  part  A  premium.  Medicaid  must  pay 
this  premium  on  behalf  of  such  individuals  who  have  incomes 
below  200  percent  of  poverty  and  resources  no  greater  than  twice 
the  SSI  standard. 

Optional. — States  are  permitted  to  provide  full  Medicaid  benefits, 
rather  than  just  Medicare  premiums  and  cost-sharing,  to  QMBs 
who  meet  a  State-established  income  standard  that  is  no  higher 
than  100  percent  of  the  Federal  poverty  level. 

Institutionalized  persons  and  related  groups  (all  optional) 

States  may  provide  Medicaid  to  certain  otherwise  ineligible 
groups  of  persons  who  are  in  nursing  facilities  or  other  institutions, 
or  who  would  require  institutional  care  if  they  were  not  receiving 
alternative  services  at  home  or  in  the  community. 

States  may  establish  a  special  income  standard  for  institutional- 
ized persons,  not  to  exceed  300  percent  of  the  maximum  SSI  bene- 
fits payable  to  a  person  who  is  living  at  home  and  has  no  other  re- 
sources. States  may  also  provide  Medicaid  to  persons  who  would 
qualify  for  SSI  but  for  the  fact  that  they  are  in  an  institution. 

A  State  may  obtain  a  waiver  under  section  2176  of  OBRA  1981  to 
provide  home  and  community-based  services  to  a  defined  group  of 
individuals  who  would  otherwise  require  institutional  care.  Persons 
served  under  such  a  waiver  may  receive  Medicaid  coverage  if  they 
would  be  eligible  if  in  an  institution.  Such  individuals  may  also  be 
covered  in  a  State  that  terminates  its  waiver  program  in  order  to 
take  advantage  of  a  new,  no-waiver  home  and  community-based 
services  option  created  by  OBRA  1990. 
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A  State  may  also  provide  Medicaid  to  several  other  classes  of 
persons  who  need  the  level  of  care  provided  by  an  institution  and 
would  be  eligible  if  they  were  in  an  institution.  These  include  chil- 
dren who  are  being  cared  for  at  home,  persons  of  any  age  who  are 
ventilator-dependent,  and  persons  receiving  hospice  benefits  in  lieu 
of  institutional  services. 

The  Medically  Needy  (All  Optional) 

Forty-one  States  ana  other  jurisdictions  provide  Medicaid  to  at 
least  some  groups  of  "medically  needy"  persons.  These  are  persons 
who  meet  the  nonfinancial  standards  for  inclusion  in  one  of  the 
groups  covered  under  Medicaid,  but  who  do  not  meet  the  applicable 
income  or  resource  requirements  for  categorically  needy  eligibility. 
The  State  may  establish  higher  income  or  resource  standards  for 
the  medically  needy.  In  addition,  individuals  may  spend  down  to 
the  medically  needy  standard  by  incurring  medical  expenses,  in  the 
same  way  that  SSI  recipients  in  section  209(b)  States  may  spend 
down  to  Medicaid  eligibility.  For  the  medically  needy,  spenddown 
may  involve  the  reduction  of  assets,  as  well  as  of  income. 

The  State  may  set  its  separate  medically  needy  income  standard 
for  a  family  of  a  given  size  at  any  level  up  to  133  V3  percent  of  the 
maximum  payment  for  a  similar  family  under  the  State's  AFDC 
program.  States  may  limit  the  groups  of  individuals  who  may  re- 
ceive medically  needy  coverage.  If  the  State  provides  any  medically 
needy  program,  however,  if  must  include  all  children  under  18  who 
would  qualify  under  one  of  the  mandatory  categorically  needy 
groups,  and  all  pregnant  women  who  would  qualify  under  either  a 
mandatory  or  optional  group,  if  their  income  or  resources  were 
lower. 

As  of  October  1,  1991,  the  following  States  covered  some  groups 
of  the  medically  needy: 


American  Samoa 

Arkansas 

California 

Connecticut 

District  of  Columbia 

Florida 

Georgia 

Hawaii 

Illinois 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 


Maryland 

Massachusetts 

Michigan 

Minnesota 

Montana 

Nebraska 

New  Hampshire 

New  Jersey 

New  York 

North  Carolina 

North  Dakota 

Northern  Mariana  Islands 

Oklahoma 

Oregon 


Pennsylvania 

Puerto  Rico 

Rhode  Island 

South  Carolina 

Tennessee 

Texas 

Utah 

Vermont 

Virgin  Islands 

Virginia 

Washington 

West  Virginia 

Wisconsin 


Medicaid  and  the  Poor 

In  1990,  Medicaid  covered  9.7  percent  of  the  total  U.S.  population 
(excluding  institutionalized  persons)  and  45.2  percent  of  those  with 
incomes  below  the  Federal  poverty  level.  Because  categorical  eligi- 
bility requirements  for  children  are  less  restrictive  than  those  for 
adults,  poor  children  are  much  more  likely  to  receive  coverage. 
Table  13  shows  Medicaid  eligibility  by  age  and  income  status  in 
1990,  as  reported  in  the  March  1991  Current  Population  Survey 
(CPS)  conducted  by  the  Census  Bureau.  Note  that  persons  shown  as 
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receiving  Medicaid  may  have  had  other  health  coverage  as  well. 
Nearly  all  the  elderly,  for  example,  have  Medicare  and/or  private 
coverage. 

Children  under  age  6  with  family  incomes  below  poverty  are 
most  likely  to  be  covered.  Coverage  rates  drop  steadily  with  age 
and  income  until  age  65.  Over  time,  it  is  expected  that  more  chil- 
dren and  senior  citizens  will  be  covered,  while  coverage  rates  for 
younger  adults  may  remain  constant. 

TABLE  13. — MEDICAID  COVERAGE  BY  AGE  AND  INCOME  STATUS,  1990 


[All  numbers  are  in  thousands] 


Age 

Medicaid 

Total 

rcrcern  wiin 
Medicaid 

Poor: 

0  to  5  

6  to  18  

19  to  44  

45  to  64  

65  and  over  

3,818 
4,688 
4,296 
1,261 
1,112 

5,412 
8,501 
11,950 
4,062 
3,658 

70.5 
55.1 
35.9 
31.0 
30.4 

Total  

15,175 

33,583 

45.2 

Family  income  between  100  and  133  percent 
of  poverty: 

0  to  5  

6  to  18  

19  to  44  

45  to  64  

65  and  over  

578 
787 
858 
309 
461 

1,626 
3,284 
5,398 
1,930 
2,805 

35.5 
24.0 
15.9 
16.0 
16.4 

Total  

2,993 

15,043 

19.9 

Family  income  between  133  percent  and  185 
percent  of  poverty: 

0  to  5  

6  to  18  

19  to  44  

45  to  64  

65  and  over  

495 
555 
716 
294 
328 

2,823 
5,013 
9,576 
3,288 
4,327 

17.5 
11.1 
7.5 
8.9 
7.6 

Total  

2,388 

25,027 

9.5 

Family  income  greater  than  185  percent  of 
poverty: 

0  to  5  

6  to  18  

19  to  44  

45  to  64  

65  and  over  

583 
828 
1,072 
437 
681 

13,076 
28,642 
76,218 
37,751 
19,302 

4.5 
2.9 
1.4 
1.2 
3.5 

Total  

3,601 

174,989 

2.1 

All  individuals: 

0  to  5  

5,475 

22,937 

23.9 
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TABLE  13.— MEDICAID  COVERAGE  BY  AGE  AND  INCOME  STATUS,  1990— Continued 

[All  numbers  are  in  thousands] 


Age 

Medicaid 

Total 

Percent  with 
Medicaid 

6  to  18  

  6,858 

45,440 

15.1 

19  to  44  

  6,942 

103,143 

6.7 

45  to  64  

  2,302 

47,031 

4.9 

65  and  over  

  2,582 

30,093 

8.6 

Total  

  24,160 

248,644 

9.7 

Source:  Current  Population  Survey  (CPS),  Annual  March  Income  Supplement.  Table  prepared  by  CRS.  The 
table  excludes  persons  in  institutions  and  approximately  300,000  children  under  age  15  whose  income  was  not 
reported.  The  Medicaid  counts  are  lower  than  those  reported  by  HCFA,  because  some  beneficaries  fail  to  report 
their  coverage  on  the  CPS.  Some  may  also  underreport  their  income.  In  addition,  the  income  used  to  determine 
poverty  status  in  this  table  includes  cash  welfare,  while  Medicaid  eligibility  is  based  on  income  prior  to  the 
receipt  of  welfare  benefits. 

Services 

States  are  required  to  offer  the  following  services  to  categorically 
needy  recipients  under  their  Medicaid  programs:  inpatient  and  out- 
patient hospital  services;  laboratory  and  X-ray  services;  nursing  fa- 
cility (NF)  services  for  those  over  age  21;  home  health  services  for 
those  entitled  to  NF  care;  early  and  periodic  screening,  diagnosis, 
and  treatment  (EPSDT)  for  those  under  age  21;  family  planning 
services  and  supplies;  physicians'  services,  and  nurse-midwife  serv- 
ices. OBRA  1989  required  States  to  provide  ambulatory  services  of- 
fered by  federally  qualified  health  centers,  effective  April  1,  1990, 
and  services  furnished  by  certified  family  or  pediatric  nurse  practi- 
tioners, effective  July  1,  1990.  States  may  also  provide  additional 
medical  services  such  as  drugs,  eyeglasses,  inpatient  psychiatric 
care  for  individuals  under  age  21  or  over  65  (see  table  22).  OBRA 
1990  added  two  new  optional  services:  home  and  community-based 
services  for  the  functionally  disabled  elderly  and  community  sup- 
ported living  arrangement  services  for  the  developmentally  dis- 
abled. Total  expenditures  under  these  services  are  capped.  States 
are  permitted  to  establish  limitations  on  the  amount  of  care  provid- 
ed under  a  service  category  (such  as  limiting  the  number  of  days  of 
covered  hospital  care  or  number  of  physicians'  visits).  Certain  serv- 
ices to  children  may  not  be  limited. 

Federal  law  establishes  the  following  requirements  for  coverage 
of  the  medically  needy:  (1)  if  a  State  provides  medically  needy  cov- 
erage to  any  group  it  must  provide  ambulatory  services  to  children 
and  prenatal  and  delivery  services  for  pregnant  women;  (2)  if  a 
State  provides  institutional  services  for  any  medically  needy  group 
it  must  also  provide  ambulatory  services  for  this  population  group; 
and  (3)  if  the  State  provides  medically  needy  coverage  for  persons 
in  intermediate  care  facilities  for  the  mentally  retarded  (ICF/MRs) 
or  institutions  for  mental  diseases,  it  must  offer  to  all  groups  cov- 
ered in  its  medically  needy  program  the  same  mix  of  institutional 
and  noninstitutional  services  as  required  under  prior  law  (that  is, 
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either  all  of  the  mandatory  services  or  alternatively  the  care  and 
services  listed  in  7  of  the  25  paragraphs  in  the  law  defining  covered 
services). 

Financing 

The  Federal  Government  helps  States  share  in  the  cost  of  Medic- 
aid services  by  means  of  a  variable  matching  formula  which  is  ad- 
justed annually.  The  matching  rate,  which  is  inversely  related  to  a 
State's  per  capita  income,  can  range  from  50  percent  to  83  percent 
though  currently  the  highest  rate  is  79.99  percent.  Federal  match- 
ing for  the  territories  is  set  at  50  percent  with  a  maximum  dollar 
limit  placed  on  the  amount  each  territory  can  receive.  The  Federal 
share  of  administrative  costs  is  50  percent  for  all  States  except  for 
certain  items  where  the  authorized  rate  is  higher. 

Reimbursement  Policy 

States  establish  their  own  service  reimbursement  policies  within 
general  Federal  guidelines.  OBRA89  codified  the  regulatory  re- 
quirement that  payments  must  be  sufficient  to  enlist  enough  pro- 
viders so  that  covered  services  will  be  available  to  Medicaid  benefi- 
ciaries at  least  to  the  extent  they  are  available  to  the  general  popu- 
lation in  a  geographic  area.  Beginning  April  1,  1990,  States  are  re- 
quired to  submit  to  the  Secretary  their  payment  rates  for  pediatric 
and  obstetrical  services  along  with  additional  data  that  will  assist 
the  Secretary  in  evaluating  the  State's  compliance  with  this  re- 
quirement. 

Until  1980,  States  were  required  to  follow  Medicare  rules  in 
paying  for  institutional  services.  The  Boren  amendment,  enacted 
with  respect  to  nursing  homes  in  1980  and  extended  to  hospitals  in 
1981,  authorized  States  to  establish  their  own  payment  systems,  as 
long  as  rates  were  reasonable  and  adequate  to  meet  the  costs  of  ef- 
ficiently and  economically  operated  facilities.  Rates  for  hospitals 
must  also  be  sufficient  to  assure  reasonable  access  to  inpatient 
services  of  adequate  quality.  A  Supreme  Court  ruling  in  1990, 
Wilder  v.  Virginia  Hospital  Association,  affirmed  that  hospitals 
have  the  right  under  this  rule  to  seek  Federal  court  review  of  State 
reimbursement  levels.  Suits  alleging  inadequate  hospital  and  nurs- 
ing home  payment  have  been  filed  in  a  number  of  States. 

In  addition  to  meeting  general  adequacy  tests,  State  hospital  re- 
imbursement systems  must  provide  for  additional  payments  to  fa- 
cilities serving  a  disproportionate  share  of  low-income  patients. 
Unlike  the  comparable  Medicare  payments.  Medicaid  payments 
must  follow  a  formula  that  considers  a  hospital's  charity  patients 
as  well  as  its  Medicaid  caseload. 

OBRA  1990  established  new  rules  for  Medicaid  reimbursement  of 
prescription  drugs.  The  law  requires  manufacturers  of  prescription 
drugs  to  provide  rebates  to  State  Medicaid  programs.  States  are  re- 
quired to  cover  nearly  all  the  drugs  manufactured  by  a  firm  enter- 
ing into  a  rebate  agreement.  For  calendar  year  1992,  required  re- 
bates range  from  10  to  50  percent,  depending  on  the  nature  of  the 
drug  and  the  discounts  offered  to  other  purchasers.  The  law  estab- 
lishes a  4-year  moratorium  on  reductions  in  most  payment  rates 
for  pharmacists. 
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Practitioners  and  providers  are  required  to  accept  payments 
under  the  program  as  payment  in  full  for  covered  services  except 
where  nominal  cost-sharing  charges  may  be  required.  States  may 
generally  impose  such  charges  with  certain  exceptions.  They  are 
precluded  from  imposing  such  charges  on  services  for  children 
under  18,  services  related  to  pregnancy,  family  planning  or  emer- 
gency services,  HMO  services  for  the  categorically  needy,  and  serv- 
ices provided  to  SNF  or  ICF  inpatients  who  are  required  to  spend 
all  of  their  income  for  medical  care  except  for  a  personal  needs  al- 
lowance. 

Administration 

Medicaid  is  a  State-administered  program.  At  the  Federal  level, 
the  Health  Care  Financing  Administration  (HCFA)  of  the  Depart- 
ment of  Health  and  Human  Services  is  responsible  for  overseeing 
State  operations. 

Federal  law  requires  that  a  single  State  agency  be  charged  with 
administration  of  the  Medicaid  program.  Generally,  that  agency  is 
either  the  State  welfare  agency,  the  State  health  agency,  or  the 
umbrella  human  resources  agency.  The  single  State  agency  may 
contract  with  other  State  entities  to  conduct  some  program  func- 
tions. Further,  States  may  process  claims  for  reimbursement  them- 
selves or  contract  with  fiscal  agents  or  health  insuring  agencies  to 
process  these  claims. 

Recent  Legislative  Changes 

The  following  is  a  summary  of  the  major  Medicaid  changes  en- 
acted as  part  of  the  Omnibus  Budget  Reconciliation  Act  of  1990 
(OBRA  1990),  Public  Law  101-508: 

1.  Reimbursement  for  prescribed  drugs. — The  law  requires  manu- 
facturers of  prescription  drugs  to  provide  rebates  to  State  Medicaid 
programs.  States  will  be  required  to  cover  all  the  drugs  manufac- 
tured by  a  firm  entering  into  a  rebate  agreement.  For  calendar 
year  1992,  required  rebates  range  from  10  to  50  percent.  Beginning 
in  1993,  States  are  required  to  have  prospective  (i.e.,  point-of-sale) 
and  retrospective  drug  utilization  review  (DUR)  programs,  to 
assure  that  prescriptions  are  appropriate  and  medically  necessary. 
Enhanced  Federal  matching  payments  are  provided  for  State  ad- 
ministrative costs  related  to  the  rebate  and  DUR  programs.  The 
law  establishes  a  4-year  moratorium  on  reductions  in  most  pay- 
ment rates  for  pharmacists. 

2.  Required  payment  of  premiums  and  cost-sharing  for  enrollment 
under  group  health  plans  where  cost-effective. — Effective  January  1, 
1991,  the  law  requires  States  to  pay  premiums  for  group  health 
plans  for  which  Medicaid  beneficiaries  are  eligible,  when  it  is  cost- 
effective  to  do  so.  Guidelines  for  determining  cost-effectiveness  are 
to  be  issued  by  the  Secretary.  States  will  pay  any  cost-sharing  re- 
quired by  a  plan  and  continue  to  furnish  any  Medicaid  benefits  not 
covered  under  the  plan.  Providers  under  group  health  plans  will  be 
required  to  accept  plan  payment  as  payment  in  full  for  Medicaid 
enrollees. 

3.  Protection  of  low-income  Medicare  beneficiaries. — The  law  ac- 
celerates phase-in  of  the  requirement  that  States  pay  Medicare  pre- 
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miums  and  cost-sharing  for  QMBs,  Medicare  beneficiaries  with  in- 
comes below  100  percent  of  the  Federal  poverty  level;  for  all  but  5 
States,  the  requirement  is  effective  January  1,  1991.  All  States 
must  pay  part  B  premiums  (but  not  part  A  premiums  or  cost-shar- 
ing) for  beneficiaries  with  incomes  below  110  percent  of  the  poverty 
level  in  1993  and  below  120  percent  in  1995. 

4.  Child  health  provisions. — Effective  July  1,  1991,  all  States  are 
required  to  cover  children  under  age  19  who  were  born  after  Sep- 
tember 30,  1983,  and  whose  family  income  is  below  100  percent  of 
the  Federal  poverty  level.  States  are  required  to  accept  Medicaid 
applications  for  mothers  and  children  at  locations  other  than  wel- 
fare offices,  and  are  required  to  continue  benefits  for  pregnant 
women  until  2  months  after  the  end  of  the  pregnancy,  and  for  in- 
fants through  the  first  year  of  life.  States  are  required  to  make  ad- 
ditional payments  for  outlier  cases  and  are  prohibited  from  impos- 
ing durational  limits  on  coverage  for  patients  who  are  under  age  1 
in  any  hospital  or  under  age  6  in  a  disproportionate  share  hospital. 

5.  Home  and  community-based  care  as  optional  service. — The  law 
permits  States  to  provide  home  and  community-based  services  to 
functionally  disabled  Medicaid  beneficiaries  aged  65  or  over,  effec- 
tive the  later  of  July  1,  1991,  or  30  days  after  the  publication  of 
interim  rules.  States  will  be  permitted  to  limit  eligibility  for  the 
services  without  waivers  and  thus  to  provide  the  services  without 
meeting  cost-effectiveness  tests.  Federal  matching  payments  cannot 
exceed  50  percent  of  what  it  would  have  cost  to  provide  Medicare 
nursing  facility  care  to  the  same  group  of  beneficiaries.  Total  Fed- 
eral expenditures  will  be  limited  to  $580  million  over  the  period 
fiscal  years  1991  to  1995. 

6.  Community  supported  living  arrangements. — The  law  permits 
between  two  and  eight  States  to  provide  community  supported 
living  arrangement  services  to  developmentally  disabled  individ- 
uals who  live  with  their  families  or  in  small  community  residential 
settings,  effective  the  later  of  July  1,  1991,  or  30  days  after  the  pub- 
lication of  interim  rules.  Services  will  include  personal  assistance, 
training  and  habilitation,  and  other  services  needed  to  help  with 
activities  of  daily  living.  Total  Federal  expenditures  will  be  limited 
to  $100  million  over  the  period  fiscal  years  1991  to  1995. 

7.  Payments  for  COBRA  continuation  coverage. — The  Consolidat- 
ed Omnibus  Budget  Reconciliation  Act  of  1985  (COBRA,  Public 
Law  99-272)  provides  that  employees  or  dependents  leaving  an  em- 
ployee health  insurance  group  in  a  firm  with  20  or  more  employees 
must  be  offered  an  opportunity  to  continue  buying  insurance 
through  the  group  for  18  to  36  months  (depending  on  the  reason  for 
leaving  the  group).  OBRA  1990  permits  State  Medicaid  programs  to 
pay  for  COBRA  continuation  coverage,  when  it  is  cost  effective  to 
do  so,  effective  January  1,  1991.  States  may  pay  premiums  for  indi- 
viduals with  incomes  below  100  percent  of  poverty  and  resources 
less  than  twice  the  SSI  limit  who  are  eligible  for  continuation  cov- 
erage under  a  group  health  plan  offered  by  an  employer  with  75  or 
more  employees. 

8.  Miscellaneous. — The  law  establishes  demonstration  projects  in 
three  to  four  States  to  test  the  effect  of  providing  Medicaid  to  fami- 
lies with  incomes  below  150  percent  of  the  Federal  poverty  level 
that  do  not  meet  categorical  eligibility  requirements,  and  projects 
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in  two  States  to  provide  Medicaid  coverage  for  early  intervention 
services  for  HIV-infected  individuals  who  do  not  meet  disability  cri- 
teria. The  law  also  includes  new  measures  to  ensure  the  quality  of 
physician  services  under  Medicaid,  technical  corrections  in  nursing 
home  reform  provisions,  and  numerous  other  technical  and  miscel- 
laneous amendments. 

The  following  is  a  summary  of  the  major  changes  enacted  in  the 
Medicaid  Voluntary  Contribution  and  Provider-Specific  Tax 
Amendments  of  1991,  Public  Law  102-234. 

1.  Voluntary  contributions  and  provider-specific  taxes. — The  law 
caps  Federal  matching  payments  for  State  Medicaid  spending  that 
is  financed  with  revenues  from  provider  donations  or  taxes.  Gener- 
ally effective  January  1,  1992,  before  the  Federal  share  is  comput- 
ed, a  State's  expenditures  for  Medicaid  are  reduced  by  revenues  re- 
ceived by  a  State  or  local  government  from  provider-related  dona- 
tions, and  health  care  related  taxes  that  are  not  broad  based. 
Broad  based  taxes  are  those  that  are  uniformly  imposed  on  all  pro- 
viders in  a  class,  or  all  business  in  a  class  furnished  by  the  provid- 
ers. States  with  non-broad  based  taxes  in  effect  or  approved  as  of 
November  22,  1991,  are  permitted  to  continue  them  temporarily, 
but  the  taxes  may  not  be  increased.  States  with  voluntary  contribu- 
tion programs  in  effect  or  reported  as  of  September  30,  1991,  for 
States'  fiscal  year  1992,  may  continue  them  temporarily  but  may 
not  increase  them.  During  fiscal  years  1993-95,  Federal  matching 
funds  for  revenue  from  voluntary  contributions,  provider  specific 
taxes,  and  broad  based  taxes  will  be  limited  to  the  greater  of  25 
percent  of  the  State  share  of  Medicaid  expenditures  or  the  amount 
of  donations  and  taxes  collected  in  the  State  in  fiscal  year  1992. 

Federal  matching  funds  are  allowable  for  certain  donations. 
These  are  bona  fide  provider  donations  that  are  not  related  to  Med- 
icaid payments  to  the  provider,  and  donations  in  the  form  of  pay- 
ment for  outstationing  Medicaid  eligiblity  workers.  Beginning  in 
fiscal  year  1993,  the  latter  type  of  donations  will  be  limited  to  10 
percent  of  a  State's  Medicaid  administrative  costs. 

2.  Payments  for  disproportionate  share  hospitals. — The  law  places 
an  aggregate  national  cap  of  12  percent  of  Medicaid  expenditures 
on  payment  adjustments  for  disproportionate  share  hospitals 
(DSH).  Beginning  with  fiscal  year  1993,  a  national  DSH  payment 
limit  will  be  projected,  and  each  State  will  receive  a  DSH  allotment 
for  the  fiscal  year;  Federal  matching  payments  will  be  denied  for 
DSH  payments  that  exceed  a  State's  annual  allotment.  For  the 
part  of  fiscal  year  1992  beginning  on  or  after  January  1,  1992,  Fed- 
eral matching  payments  will  be  made  only  for  DSH  adjustments 
paid  in  accordance  with  a  State  plan  in  effect  or  submitted  by  Sep- 
tember 30,  1991,  or  November  26,  1991,  if  the  State  has  used  specif- 
ic criteria  to  designate  a  hospital  as  DSH.  Higher  payments  are 
permitted  if  necessary  to  meet  the  minimum  adjustments  required 
by  Medicaid  law. 

Program  Data 

Under  current  law,  Federal  Medicaid  outlays  are  projected  to 
reach  $84.5  billion  in  fiscal  year  1993,  a  16.5  percent  increase  over 
the  $72.5  billion  projected  for  fiscal  year  1992.  Medicaid  program 
data  are  presented  in  the  following  tables  14-25. 
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TABLE  19. — MEDICAID  RECIPIENTS  AND  PAYMENTS  BY  BASIS  OF  ELIGIBILITY, 
FISCAL  YEAR  1990 


Amount  (in  Percent  Recipients  (in  Percent  Per  capita 
millions)        of  total      thousands)  1      of  total  payments 


Age  65  and  over   $21,508.1  33.2  3,202.1  12.7  $6,716.8 

Blind   434.2  .7  83.3  .3  5,211.9 

Disabled   23,969.4  37  3,634.7  14.4  6,594.6 

Dependent  children  under 

age  21   9,100.1  14  11,220.0  44.4  811.1 

Adults  in  families  with 

dependent  children   8,589.7  13.2  6,010.4  23.8  1,429.1 

Other  title  XIX   1,050.7  1.6  989.5  3.9  1,061.8 


Total   64,858.9     100.0      25,255.1     100.0  2,568.2 


1  Total  recipients  are  unduplicated.  A  small  number  of  recipients  are  in  more  than  one  category  during  the 
year. 

Note:  Recipients  and  payment  totals  include  unknowns  which  are  not  shown  in  this  table. 
Source:  HCFA,  BDMS,  OSDM,  Division  of  Medicaid  Statistics,  1991. 
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TABLE  22. — MEDICAID  RECIPIENTS  BY  SERVICE  CATEGORY,  FOR  FISCAL  YEARS  1975, 
1981, 1988, 1989,  AND  1990 

[In  thousands] 

Fiscal  year — 


1975      1981       1988      1989  1990 


Inpatient  hospital: 

General   3,432  3,703  3,832  4,171  4,593 

Mental   67  90  60  90  92 

Skilled  nursing  facilities   630  623  579  564  601 

Intermediate  care  facilities: 

Facilities  for  the  mentally  retarded   69  151  145  148  147 

Other   682  762  866  888  860 

Physician   15,198  14,403  15,265  15,686  17,078 

Dental   3,944  5,173  5,072  4,214  4,552 

Other  practitioner   2,673  3,582  3,480  3,555  3,873 

Outpatient  hospital   7,437  10,018  10,533  11,344  12,370 

Clinic   1,086  1,755  2,256  2,391  2,804 

Laboratory  &  X  ray   4,738  3,822  7,579  7,759  8,959 

Home  health   343  402  569  609  719 

Prescribed  drugs   14,155  14,256  15,323  15,916  17,294 

Family  planning   1,217  1,473  1,525  1,564  1,752 

Early  and  periodic  screening   (*)  1,969  2,295  2,524  2,952 

Rural  health  clinics   f1)  81  140  166  224 

Other   2,911  2,344  4,166  4,583  5,126 

Unduplicated  total   22,007  21,980  22,907  23,511  25,255 


1  1975  data  not  available. 

Source:  HCFA,  BDMS,  OSDM,  Division  of  Medicaid  Statistics,  1991. 
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TABLE  24.— AVERAGE  EXPENDITURE  PER  RECIPIENT  BY  BASIS  OF  ELIGIBILITY  BY  STATE: 

FISCAL  YEAR  1990 


State 

Total 

Aged 

Blind 

Disabled 

AFDC 

Thill-Iran 

uniiuren 

AFDC 

MQUIIS 

Other 

title  YIY 

line  aia 

All  jurisdictions  

  $2,568 

$6,717 

$5,212 

$5,858 

$877 

$1,429 

$1,062 

United  States  

  2,700 

6,719 

5,253 

5,933 

899 

1,523 

1,695 

Alabama  

1,731 

2,961 

2,054 

2,956 

716 

1,282 

717 

Alaska   

  3,562 

11,108 

4,571 

10,745 

1,974 

2,518 

0 

Arkansas   

,  2,267 

4,482 

3,413 

3,940 

735 

1,009 

1,572 

California  

  1,795 

3,688 

3,321 

3,949 

865 

1,335 

2,308 

Colorado  

2,705 

5,143 

19,667 

7,597 

722 

1,179 

3,244 

Connecticut  

4,829 

13,001 

8,726 

12,750 

1,792 

762 

3,033 

Delaware  

  3,004 

10,361 

1,967 

7,064 

909 

1,279 

1,108 

District  of  Columbia  

2,629 

8,795 

9,084 

5,483 

551 

922 

716 

Florida  

  2,273 

5,165 

3,109 

4,497 

978 

1,376 

1,635 

Georgia  

  3,190 

5,542 

4,764 

6,207 

1,087 

3,391 

2,002 

Hawaii  

2,252 

7,260 

4,051 

5,281 

702 

1,399 

0 

Idaho  

  2,973 

7,208 

3,187 

7,992 

900 

1,467 

1,999 

Illinois  

  2,271 

6,004 

5,740 

5,633 

675 

1,088 

2,761 

Indiana  

3,859 

8,740 

5,636 

10,259 

1,079 

2,019 

0 

Iowa  

2,589 

4,910 

3,114 

7,998 

895 

1,625 

1,626 

Kansas   

2,524 

6,037 

5,291 

6,538 

879 

1,588 

2,516 

Kentucky   

  2,089 

4,460 

2,689 

2,959 

730 

1,392 

1,594 

Louisiana  

2,247 

3,725 

3,555 

5,750 

1,065 

1,661 

624 

Maine  

3,248 

8,454 

2,654 

6,928 

817 

1,411 

1,744 

Maryland  

3,300 

7,621 

4,727 

6,929 

1,017 

1,851 

4,621 

Massachusetts  

4,622 

11,154 

7,520 

8,517 

1,017 

1,932 

2,467 

Michigan  

2,094 

5,813 

3,907 

6,618 

671 

1,271 

0 

Minnesota  

3,709 

18,101 

11,651 

15,036 

735 

1,824 

2,366 

Mississippi  

1,354 

2,814 

2,285 

2,712 

567 

1,182 

1,088 

Missouri  

2,002 

4,866 

2,864 

4,453 

790 

954 

647 

Montana  

2,793 

9,092 

4,766 

4,776 

758 

1,382 

2,285 

Nebraska   

2,595 

6,447 

5,665 

7,613 

844 

1,307 

1,579 

Nevada  

3,161 

5,407 

5,394 

8,668 

945 

1,841 

1,929 

New  Hampshire  

5,423 

11,972 

18,360 

14,923 

831 

1,298 

0 

New  Jersey  

4,054 

10,339 

6,061 

10,694 

987 

2,343 

1,028 

New  Mexico  

2,120 

4,963 

5,663 

5,031 

835 

1,616 

1,730 

New  York  

5,099 

14,824 

23,202 

9,497 

1,133 

2,072 

1,330 

North  Carolina  

2,531 

4,454 

6,526 

5,621 

1,169 

1,431 

6,465 

North  Dakota  

3,955 

7,658 

3,395 

10,267 

1,046 

1,561 

1,095 

Ohio  

2,566 

9,044 

5,211 

7,604 

916 

1,409 

1,009 

Oklahoma  

2,516 

4,162 

2,500 

6,306 

1,195 

1,760 

5,171 

Oregon   

2,283 

5,718 

14,084 

8,312 

816 

1,082 

0 

Pennsylvania  

2,449 

7,743 

2,735 

5,249 

923 

1,274 

1  ACT 

1,057 

Rhode  Island  

3,778 

8,222 

6,088 

8,718 

699 

1,233 

2,701 

South  Carolina  

2,343 

3,768 

2,441 

4,762 

1,153 

1,741 

2,021 

South  Dakota  

3,368 

6,988 

3,848 

8,396 

1,025 

1,264 

0 

Tennessee  

1,896 

3,455 

1,619 

3,470 

812 

1,397 

3,017 
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TABLE  24.— AVERAGE  EXPENDITURE  PER  RECIPIENT  BY  BASIS  OF  ELIGIBILITY  BY  STATE: 
FISCAL  YEAR  1990— Continued 


State  Total       Aged        Blind      Disabled  j™  ™M 


Texas   1,928  4,045  3,466  5,770  776  1,446  0 

Utah   2,279  5,626  4,979  7,364  947  1,712  1,373 

Vermont   2,530  5,552  3,182  7,246  584  1,356  1,688 

Virginia   2,596  5,536  4,046  5,589  787  1,487  0 

Washington   2,128  7,173  4,179  4,183  699  1,527  785 

West  Virginia   1,443  4,538  2,799  3,167  581  937  2,316 

Wisconsin   3,179  8,006  5,744  6,565  703  1,204  2,425 

Wyoming   2,036  7,638  3,986  4,150  865  1,591  1,175 

Puerto  Rico   114        0  236  126  116  86  139 

Virgin  Islands   341      579  809  807  182  368  275 


Source:  HCFA,  BDMS,  Office  of  Statistics  and  Data  Management,  Division  of  Medicaid  Statistics. 
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TABLE  25.-OPTIONAL  MEDICAID  SERVICES  AND  NUMBER  OF  STATES  1  OFFERING  EACH 
SERVICE  AS  OF  OCTOBER,  1991 


States 

st  t  offering 
oSg       -ice  to 

needV°n|y  medically 
needy 


Podiatrists'  services   12  33  45 

Optometrists'  services   14  36  50 

Chiropractors'  services   8  19  27 

Other  practitioners' services   13  32  45 

Private  duty  nursing   8  20  28 

Clinic  services   15  40  55 

Dental  services   12  36  48 

Physical  therapy   11  31  42 

Occupational  therapy   8  26  34 

Speech,  hearing  and  language  disorder   11  29  40 

Prescribed  drugs   16  38  54 

Dentures   8  31  39 

Prosthetic  devices   14  38  52 

Eyeglasses   16  33  49 

Diagnostic  services   5  21  26 

Screening  services   4  19  23 

Preventive  services   3  20  23 

Rehabilitative  services   12  33  45 

Services  for  age  65  or  older  in  mental  institution: 

A.  Inpatient  hospital  services   14  26  40 

B.  SNF  services   11  22  33 

ICF  services  for  mentally  retarded   21  28  49 

Inpatient  psychiatric  services  for  under  age  21   10  29  39 

Christian  science  nurses   1  2  3 

Christian  science  sanitoria   4  11  15 

SNF  for  under  age  21   20  30  50 

Emergency  hospital  services   14  28  42 

Personal  care  services   9  19  28 

Transportation  services   14  37  51 

Case  management  services   10  33  43 

Hospice  services   9  24  33 

Respiratory  care  services   3  11  14 


1  Includes  the  territories.  Thus  the  maximum  number  is  53. 

Source:  Health  Care  Financing  Administration,  Medicaid  Bureau,  Office  of  Intergovernmental  Affairs 
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FEDERAL  HOUSING  ASSISTANCE  17 

A  number  of  Federal  programs  administered  by  the  Department 
of  Housing  and  Urban  Development  (HUD)  and  the  Farmers  Home 
Administration  (FmHA)  address  the  housing  needs  of  lower-income 
households.  Housing  assistance  has  never  been  provided  as  an  enti- 
tlement to  all  households  that  qualify  for  aid.  Instead,  each  year 
the  Congress  has  appropriated  funds  for  a  number  of  new  commit- 
ments. Because  these  commitments  generally  run  from  5  to  50 
years,  the  appropriation  is  actually  spent  gradually,  over  many 
years.  These  additional  commitments  have  expanded  the  pool  of 
available  aid,  thus  increasing  the  total  number  of  households  that 
can  be  served.  They  have  also  contributed  to  growth  in  Federal  out- 
lays in  the  past  and  have  committed  the  Government  to  continuing 
expenditures  for  many  years  to  come. 

The  number  of  additional  commitments  funded  annually  has 
been  cut  back  in  recent  years,  and  the  nature  and  mix  of  assistance 
programs  has  changed.  This  section  describes  recent  trends  in  the 
number  and  mix  of  new  commitments,  as  well  as  trends  in  expend- 
itures. 

Trends  in  Federal  Housing  Assistance 

The  Federal  Government  has  traditionally  provided  housing  aid 
directly  to  lower-income  households  in  the  form  of  rental  subsidies 
and  mortgage-interest  subsidies.  Recent  legislation,  the  1990  Cran- 
ston-Gonzalez National  Affordable  Housing  Act  (hereafter  referred 
to  as  the  1990  Housing  Act),  authorized  a  new,  indirect  approach  in 
the  form  of  housing  block  grants  to  State  and  local  governments, 
which  may  use  these  funds  for  various  housing  assistance  activities 
specified  in  the  law.  Over  the  past  decade,  both  the  number  of 
households  receiving  aid  and  total  federal  expenditures  have  in- 
creased each  year,  but  the  growth  in  outstanding  commitments  has 
slowed  significantly  during  the  1980s. 

Types  of  housing  assistance 

A  number  of  different  housing  assistance  programs  have  evolved 
in  response  to  changing  housing  policy  objectives.  The  primary  pur- 
pose of  housing  assistance  has  always  been  to  improve  housing 
quality  and  to  reduce  housing  costs  for  lower-income  households. 
Other  goals  have  included  promoting  residential  construction,  ex- 
panding housing  opportunities  for  disadvantaged  groups  and 
groups  with  special  housing  needs,  promoting  neighborhood  preser- 
vation and  revitalization,  increasing  homeownership,  and,  most  re- 
cently, empowering  the  poor  to  become  self-sufficient. 

New  housing  programs  have  been  developed  over  time  because  of 
shifting  priorities  among  these  objectives — as  housing-related  prob- 
lems changed — and  because  of  the  relatively  high  federal  costs  as- 
sociated with  some  approaches.  Other  programs  have  become  inac- 
tive in  that  the  Congress  stopped  appropriating  funds  for  new  as- 
sistance commitments  through  them.  Because  housing  programs 


17  This  discussion  draws  directly  from  a  CBO  Study  entitled  "Current  Housing  Problems  and 
Possible  Federal  Responses,"  December  1988.  For  this  report,  CBO  has  updated  all  figures  with 
three  additional  years  of  data. 


Section  2.  Description  of  Proposals  Affecting  Programs  Within 
the  Jurisdiction  of  the  Committee  on  Ways  and  Means 

MEDICARE 

1.  PPS  Update 

Current  law  and  background 

The  overall  increase  in  PPS  payment  rates  each  year  is  deter- 
mined by  an  update  factor,  and  applies  to  payments  for  discharges 
occurring  on  or  after  October  1  of  each  year.  The  updates  for  pay- 
ments for  many  other  covered  Medicare  services  including  physi- 
cian services  covered  under  Part  B,  generally  occur  on  January  1 
of  each  year. 

Description  of  proposal 

The  budget  proposes  to  move  the  hospital  update  to  January  1, 
saving  $630  million  in  fiscal  year  1993. 

2.  Anesthesiology  Services 

Current  law  and  background 

Payment  for  anesthesia  services  is  based  on  a  fee  schedule  that 
has  been  established  for  these  services.  Physicians  are  also  paid  for 
supervising  the  services  of  certified  registered  nurse  anesthetists 
(CRN As)  who  provide  anesthesia  services.  The  combined  payments 
for  the  CRNA  and  the  supervising  physician  can  exceed  the 
amount  that  would  be  paid  if  the  anesthesiologist  had  personally 
performed  the  service. 

Description  of  proposal 

The  budget  proposes  to  reduce  the  amount  paid  to  physicians 
who  supervise  anesthesia  services  provided  by  CRNAs,  such  that 
the  combined  payments  would  be  the  same  as  when  the  physician 
provided  the  service  directly.  The  amount  paid  to  the  physician  for 
supervision  would  be  the  difference  between  the  amount  to  the 
CRNA  and  the  amount  that  would  be  payable  to  a  physician  anes- 
thesiologist for  the  same  service. 

This  proposal  would  save  an  estimated  $100  million  in  fiscal  year 
1993. 

3.  Clinical  Laboratory  Services 

Current  law  and  background 

Clinical  laboratory  services  are  currently  paid  on  the  basis  of 
area-wide  fee  schedules,  subject  to  a  nationwide  cap  equal  to  a  per- 
centage of  the  median  value  of  the  area-wide  schedules.  OBRA 
1990  reduced  the  nationwide  cap  to  88  percent  of  the  national 
median. 

(1807) 


51-564   0—92  58 


1808 


Laboratory  fees  are  updated  annually  by  increases  in  the  con- 
sumer price  index.  OBRA  1990  reduced  the  updates  in  1991 
through  1993  to  2  percent. 

Description  of  proposals 

The  budget  proposes  to  reduce  the  cap  on  laboratory  fees  to  76 
percent  of  the  median  value  of  the  area-wide  fee  schedules. 

In  addition,  the  budget  proposes  that  the  Secretary  of  Health  and 
Human  Services  should  have  the  authority  to  adjust  the  update  for 
all  tests,  or  for  groups  of  tests  to  reflect  changes  in  the  market  for 
these  services. 

These  proposals  would  save  an  estimated  $310  million  in  fiscal 
year  1993. 

4.  Durable  Medical  Equipment 

Current  law  and  background 

OBRA  1987  established  local  area  fee  schedules  for  Durable  Med- 
ical Equipment  (DME),  orthotic  and  prosthetic  devices,  and  oxygen 
services,  effective  January  1,  1989.  OBRA  1990  created  national 
upper  and  lower  limits  on  the  amounts  that  would  be  recognized. 

Orthotic  and  prosthetic  devices  are  not  subject  to  the  system  of 
national  limits.  Payments  for  these  devices  and  services  are  being 
moved  to  regional  payment  amounts. 

Description  of  proposals 

The  budget  proposes  that  the  Secretary  of  Health  and  Human 
Services  would  be  given  a  general  authority  to  modify  the  reim- 
bursement methods  for  these  items  and  services,  including  modify- 
ing the  update,  to  reflect  changes  in  the  market  for  these  services. 

These  proposals  would  save  an  estimated  $20  million  in  fiscal 
year  1993. 

5.  Part  B  Premium 

Current  law  and  background 

From  1984  through  1990,  the  Part  B  premium  has  been  set  at  25 
percent  of  program  costs  for  the  elderly  and  adjusted  for  interest 
income  to  provide  for  an  appropriate  contingency  margin.  The  re- 
maining 75  percent  is  covered  by  general  revenues. 

For  years  1991  through  1995,  the  part  B  premium  is  set  at  a  level 
to  reflect  CBO  estimates  of  the  level  necessary  for  the  part  B  pre- 
mium to  cover  25  percent  of  program  costs  through  1995:  $31.80  in 
1992,  $36.60  in  1993,  $41.10  in  1994  and  $46.10  in  1995. 

Description  of  proposal 

The  budget  proposes  to  income-test  part  B  premiums  for  Medi- 
care beneficiaries.  The  proposal  would  reduce  the  part  B  subsidy 
for  individuals  with  annual  adjusted  gross  incomes  (AGI)  above 
$100,000  and  couples  with  adjusted  gross  incomes  above  $150,000. 
These  individuals  would  be  required  to  pay  a  part  B  premium 
equal  to  75  percent  of  total  part  B  program  costs.  For  individuals 
above  this  threshold,  the  monthly  part  B  premium  would  be  either 
$91.20  in  1992  or  $105.80  in  1993. 
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The  proposal  would  save  an  estimated  $3.1  billion  over  five  years. 
6.  User  Fees 

Current  law  and  background 

State  agencies  perform  surveys  of  facilities  serving  Medicare  and 
Medicaid  beneficiaries  under  agreements  with  the  Health  Care  Fi- 
nancing Administration  (HCFA).  Medicare's  portion  of  the  cost  is 
paid  from  the  Medicare  trust  funds  while  Medicaid's  portion  is 
funded  through  general  revenues.  Clinical  laboratories  are  also  sur- 
veyed by  state  survey  agencies  with  the  costs  paid  through  user 
fees  on  laboratories. 

Description  of  proposal 

User  fees  would  be  imposed  on  all  facilities  currently  surveyed, 
including  hospitals  and  nursing  homes.  This  proposal  would  offset 
spending  to  support  state  survey  activities  by  $156  million  in  Medi- 
care. Some  of  this  amount  would  be  countered  by  higher  reim- 
bursement to  facilities  reimbursed  on  a  cost  basis.  Facilities  reim- 
bursed on  a  prospective  basis,  such  as  hospitals,  would  be  required 
to  absorb  the  cost  of  the  user  fees  within  existing  payment  levels. 

SOCIAL  SECURITY  AND  RAILROAD  RETIREMENT 

1.  Social  Security  Retirement  Test 

Current  law  and  background 

Social  security  beneficiaries  with  earnings  above  specific  thresh- 
olds may  have  some  or  all  of  their  benefits  withheld  to  take  into 
account  these  earnings.  In  1992,  beneficiaries  under  age  65  have 
their  benefits  reduced  by  $1  for  every  $2  of  earnings  over  $7,440. 
Beneficiaries  age  65-69  have  their  benefits  reduced  by  $1  for  every 
$3  of  earnings  over  $10,200.  This  threshold  is  projected  by  the  Con- 
gressional Budget  Office  to  rise  to  $10,680  in  1993,  $11,160  in  1994 
and  $11,640  in  1995  under  automatic  provisions.  The  retirement 
test  does  not  apply  to  beneficiaries  age  70  and  older. 

Description  of  proposal 

The  proposal  appears  to  increase  the  threshold  for  individuals 
age  65-69  by  $500  over  its  projected  current  law  levels  for  two 
years,  1993  and  1994.  The  increases  would  not  be  cumulative,  and 
the  threshold  would  drop  back  to  its  current-law  level  in  1995  and 
thereafter.  The  exempt  amounts  under  the  proposal  are  projected 
to  be  $11,180  in  1993,  $11,660  in  1994,  and  $11,640  in  1995. 

2.  Social  Security  Administration  (SSA)  Administrative  Funds 

and  Staffing  (nonlegislative  proposal) 

The  Administration  budget  request  includes  $4.8  billion  in  SSA 
administrative  funds.  This  is  an  increase  of  $259  million,  or  5.6  per- 
cent, over  last  year.  The  request  assumes  that  agency  staffing 
levels  will  remain  at  the  fiscal  year  1992  level  of  63,730  full-time 
equivalents  (FTEs)  during  fiscal  year  1993. 

This  request  also  assumes  that  SSA's  current,  unprecedented 
backlog  of  788,000  applications  for  disability  insurance  will  rise  to 
1,355,000  during  fiscal  year  1993 — an  increase  of  70  percent.  As  a 
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